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MONDAY, JANUARY 16, 1956 


Unrrep States Senate, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BUSINESS, _ 
Washington, D.C. 

The subcommittee met, pursuant to call, in room 301, Senate Office 
Building, at 10:30 a. m., Senator Wayne Morse (chairman of the sub- 
committee) presiding. 

Present: Senators Morse, Robertson, Lehman, Ives, and Payne. 

Also present: Senators Bush, Thye, and Kuchel. 

Senator Morse. The hearing will come to order. 

This hearing has been called to consider three bills, S. 2775, S. 2856, 
and S. 2866, all of which propose an increase in the loan authorization 
of the Small Business Administration to enable that agency to con- 
tinue its disaster loan program. 

Digests of these bills have been prepared by the staff and I am going 
to ask the reporter to insert them in the record at this point with the 
understanding that the authors of the bill can supplement the digest 
in any way they care to. 

(The bills and digests follow :) 


[S. 2775, 84th Cong., 2d sess.] 
A BILL To amend section 204 (b) of the Small Business Act of 1953, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 204 (b) of the Small Business 
Act of 1953, as amended, is hereby amended by striking out the fifth and sixth 
sentence and substituting therefor the following: “Not to exceed an aggregate 
of $200,000,000 shall be outstanding at any one time for the purposes enumerated 
in sections 207 (a) and 207 (b) (1).” 


[S. 2856, 84th Cong., 2d sess.] 


A BILL To increase the amount of appropriations authorized for disaster loans, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 204 (b) of the Small Business 
Act of 1953 is amended (a) by striking out “$275,000,000” and inserting in lieu 
thereof “$300,000,000” each time it appears, and (b) by striking out the fifth and 
sixth sentences and inserting in lieu thereof the following: “Not to exceed an 
aggregate of $200,000,000 shall be outstanding at any one time for the purposes 
enumerated in sections 207 (a) and (b).” 





SBA DISASTER LOANS 


[S. 2866, 84th Cong., 2d sess.] 
A BILL To amend the Small Business Act of 1953, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (b) of section 204 of the 
Small Business Act of 1953, as amended, is hereby amended to read as follows: 

“(b) The Administration is authorized to obtain money from the Treasury 
of the United States for use in the performance of the powers and duties granted 
to or imposed upon it by law, not to exceed a total of $325,000,000 outstanding at 
any one time. For this purpose_appropriations not to exceed $325,000,000 are 
hereby authorized to be made to a revolving fund in the Treasury. Advances 
shall be made to the Administration from the revolving fund when requested by 
the Administration. This revolving fund shall be used for the purposes enu- 
merated subsequently in section 207 (a) and (b). Not to exceed an aggregate of 
$225,000,000 shall be outstanding at any one time for the purposes enumerated 
in sections 207 (a) and (b) (1). Not to exceed an aggregate of $100,000,000 
shall be outstanding at any one time for the purposes enumerated in sections 207 
(b) (2) and (b) (3). The Administration shall pay into miscellaneous receipts 
of the Treasury at the close of each fiscal year, interest on the net amount of the 
cash disbursements from such advances at a rate determined by the Secretary of 
the Treasury, taking into consideration the current average rate on outstanding 
interest-bearing marketable public debt obligations of the United States of com- 
parable maturities.”. 

Sec. 2. The proviso in paragraph (1) of subsection (b) of section 207 of the 
Small Business Act of 1953, as amended, is hereby amended to read as follows: 
“Provided, That no such loan including renewals and extensions thereof may be 
made for a period or periods exceeding ten years except that where such loan is 
for acquisition or construction (including acquisition of site therefor) of housing 
for the personal occupancy of the borrower, it may be made for a period not to 
exceed twenty years: And provided further, That no such loan shall bear interest 
ata rate which exceeds 3 per centum per annum ;”. 

Sec. 3. (a) Subsection (b) of section 207 of the Small Business Act of 1953, as 
amended, is hereby further amended (1) by striking the word “and” which 
follows the semicolon at the end of paragraph (3); (2) by striking the period at 
the end of paragraph (4) and inserting in lieu thereof “and”; and (3) by adding 
at the end of such subsection a new paragraph as follows: 

“(5) to further extend the maturity of or renew any loan made pursuant 
to this section, beyond the periods stated therein, or any loan transferred to 
the Administration pursuant to Reorganization Plan Numbered 2 of 1954, 
for additional periods not to exceed ten years,.if such extension or renewal 
will aid in the orderly liquidation of such loan.”. 

(b) Subsection (f) of section 207 of such Act is hereby repealed. 


Dicests or 8. 2775, S. 2856, anp S. 2866 


SN. 2775. Senator Thye 


This bill combines the business loan fund (now $150 million) and the disaster 


loan fund (now $25 million) and increases the total by $25 million, thus in- 
creasing the combined fund to $200 million. 


S. 2856. Senators Bush, Smith of Maine, Bible, Cotton, Purtell, Martin of Penn- 
sylvania, Payne, Beall, Ives, Smith of.New Jersey, Duff, Kuchel, and Bennett 


This bill combines the business loan fund (now $150 million) and the disaster 
loan fund (now $25 million) and increases the total by $25 million, thus in- 
creasing the combined fund to $200 million. The bill also raises the overall 
authorization of the SBA by $25 million—from 275 million to 300 million dollars. 


8. 2866. Senators Morse, Sparkman, and Lehman 


This bill makes the following changes in existing law: 

Section 1: Combines the business loan fund (now $150 million) and the dis- 

aster load fund (now $25 million) and increases the total by $50 million, thus 

increasing the combined fund to $225 million. It also raises the overall author- 

ization of the SBA by $50 million—from 275 million to 325 million dollars. 
Section 2: Clarifies existing law to specify that no disaster loan shall bear 

interest at a rate which exceeds 3 percent per annum. 
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Section 3: Corrects a drafting error which occurred in the closing hours 
of the last session—by repealing subsection (f) of section 207 of the Small 
Business Act and by reenacting the substance of subsection (f) as a new 
paragraph (5) of section 207 (b). 

Senator Morse. One of the bills, S. 2866, introduced by me and 
cosponsored by Senators Sparkman and Lehman, also proposes two 
minor revisions to perfect the existing statute, about which I am 
sure there is no controversy, and about which I will speak later in 
the hearing. 

Senator Bush and. others have introduced another bill, 5. 2858, 
which proposes certain other changes in the Small Business Act, but 
which may require hearings and study much more comprehensive 
than necessary with respect to the three bills now under consideration. 

In view of this fact, and in view of the urgency associated with 
the purposes of S. 2775, S. 2856 and S. 2866, it has been agreed to 
exclude S. 2858 from the scope of this hearing this morning. I under- 
stand that meets with the approval of Senator Bush. 

To provide some background for the hearing, I want to review 
briefly some of the considerations which convinced me I should intro- 
duce S. 2866, I am sure that some of the same considerations influenced 
the sponsors of S. 2775 and S. 2856. 

Under existing law, the Small Business Administration can make 
8-percent loans to disaster victims up to an overall ceiling of $25 
million. For all practical purposes this fund is completely exhausted. 
The bulk of the fund was used for loans to homeowners and small 
businesses whose properties were destroyed or damaged in the dis- 
astrous and destructive hurricanes and floods of 1955. In fact, I 
understand that the Small Business Administration has made over 
$10 million in loans at 6 percent interest from the business loan fund, 
which otherwise would have been made at 3 percent from the disaster 
loan fund, if the latter fund had not been exhausted. 

Furthermore, there is an understanding with the borrowers that 
these loans will be converted to a 3-percent interest rate as soon as the 
$25 million ceiling is lifted. 

So, one might say that as of right now the disaster loan fund is $10 
million in the red. In addition, this fund must face the urgent needs 
of homeowners and small businesses who are victims of the current 
disasters in the Far West. It has been estimated that these demands 
may go up to $20 million, and possibly more, now that flood threats 
are renewed. Further, it has been estimated that additional victims of 
disaster in New England and the Carolinas may apply for and be 
eligible for up to $2 million in disaster loans. This makes a total 
deficit and a known demand on the fund of up to $32 million. This 
does not include any estimate of the demand attributable to disasters 
which may occur at any moment in the future. 

For these reasons I have proposed an increase of $50 million in the 
loan authorization of the Small Business Administration. This 
amount would cover the known demands for disaster loans and would 
provide roughly $18 million in additional funds for the future. 

As a safety valve, in the event of an extreme emergency such as we 
experienced in 1955: I have proposed the combining of the business 
loan fund and the disaster loan fund. 

But, in order that there may be no misunderstanding of my purpose, 
[ have no intention that this combining of the funds should result in 
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reducing the authorization available for regular business loans to the 
small businesses of the country. I am sure my colleagues, Mr. Thye, 
Mr. Bush, and Mr. Kuchel, who are also interested in similar legisla- 
tion, have no such intention either. 

I make these comments because of the debate over on the House side 
last week in which there seemed to be a great concern that if these 
funds were combined, in some way small business loans would suffer. 
It is certainly not the intention of any of the Senate bills, as I read 
them and as I know the attitude of the authors of the bills. 

On the contrary, I look wpon this combining of the two funds as 
a safety valve to tide the agency over an emergency need for disaster 
funds, as well as business loan funds, until such time as the Congress 
can consider ‘any additional authorization made necessary by such 
emergency needs. 

The other provisions of my bill—the correction of drafting errors 
and the clarification of the 3 percent interest rate—are incidental to 
the major purpose of the bill, and can be considered without delaying 
congressional action to increase funds available for disaster loans. 

As I stated on the floor of the Senate when introducing 8S. 2866, I 
do not view the disaster loan program of the Small Business adminis- 
tration as an adequate solution to the suffering and property losses 
which occur in natural disasters. However, this is a going program 
and I hope that legislation granting an additional $50 million in 
loan authorization will be passed promptly by the Congress. 

Before I call upon Mr. Barnes, the Director of the Small Business 
Administration, I am going to ask Senator Thye, Senator Kuchel, and 
Senator Bush to comment upon their bills, so that we can get the dis- 
cussion of these bills by way of an evaluation of them by their authors 
in the record at the beginning of this hearing. 

Senator Thye, we are glad to have you with us this morning and I 


am very glad to have you present your testimony on your bill, which 
is S. 2775. 


STATEMENT OF EDWARD J. THYE, A UNITED STATES SENATOR 
FROM MINNESOTA 


Senator Ture. Thank you, Mr. Chairman, and the other members 
of the committee. I shall be as brief as possible, Mr. Chairman. 

As the author of the Small Business Act of 1953, which established 
the Small Business Administration, I have followed the work and 
actions of the agency very closely. When we worked on the original 
act it was realized that from time to time special needs would arise 
which would necessitate expanded functions by this agency. The dis- 
asters in the form of hurricanes, floods, tornadoes, freezes, drought, 
and others, constitute a special need which demands congressional 
and agency action. 

During the past 2 years we have observed the staggering losses in 
real estate, inventories, employment, and even in lives, which result 
from the disasters mentioned above. The local communities and 
States are hard pressed to make provision for adequate financial as- 
sistance which will permit the prompt rehabilitation of homes and 
business establishments. 

Provisions for Federal assistance were authorized under the former 
RFC program and similar authority was granted to the Small Busi- 
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ness Administration under the act of 1953. During the past 2 years 
the Small Business Administration has used its authority and has 
approved approximately $37 million in disaster loans. 

During August 1955 hurricanes and resulting floods struck the 
northeastern section of the United States. The States of Connecticut, 
Massachusetts, Pennsylvania, New Jersey, Delaware, and Rhode 
Island were hard hit. The State of North Carolina also bore the 
brunt of that disaster. 

To meet this emergency, SBA opened 21 emergency field offices. 
{n this one disaster situation, Small Business Administration has al- 
ready approved ro ese em i loans totaling some $28 million. 
While applications were still being received from victims of this dis- 
aster, severe floods dealt a destructive blow to many areas of Cali- 
fornia, Oregon, and Nevada. Here again homes and business con- 
cerns were washed away. Again it is most essential that there be ade- 
quate finances to permit the rebuilding of homes and the rehabilita- 
tion of business concerns. 

Emergency offices have been established in each State. Already 
some 1,302 inquiries have been received, while 109 applications have 
been filed for $680,000. 

The Small Business Act of 1953, as amended, provided for a dis- 
aster loan program of $25 million. Not long after the New England 
disaster, this authority was virtually exhausted. With the concur- 
rence of the White House and congressional leaders, the Small Busi- 
ness Administration proceeded to approve disaster loans as business 
loans to those who could qualify at a higher rate of interest. I am 
informed that some $10 million in approvals have been made under 
the agency’s business-loan authority to meet disaster-loan applica- 
tions. It was the intent of the Small Business Administration that 
it would reconvert these business-type loans to disaster-type loans 
as soon as additional disaster loan authority was obtained. 

The Small Business Committee of the Senate, of which I am a mem- 
ber, said in its annual report, recently published, that— 

* * * it is appropriate to congratulate the agency for its willingness to take the 


immediate action that it did, rather than to hold all disaster loan applications in 
abeyance until the first of the year. 


There is absolutely no question that there is need for additional 
lending authority and expeditious legislative action. Many of us have 
introduced bills to provide for this additional authority. I have pro- 
posed in my bill that the disaster authority be increased by $25 million, 
and that the disaster- and business-loan authorities be combined. Such 
a provision for combining these authorities would not detract from the 
full effectiveness of either program and would give the agency much- 
needed flexibility. It would make the administration of the program 
less difficult. For these reasons I urge that careful consideration and 
prompt action be given to this proposed legislation. 

Mr. Chairman, I do not know what we would have done had we not 
had the Small Business Administration and these types of disaster 
loans available and in being as these hurricanes, floods, and other dis- 
asters struck the Nation. 

I also want to call to the attention of this committee the fact that 
the recent freeze in Florida has brought a real disaster to producers: 
there and to those communities. It is not quite as noticeable as the 

71593—56——2 
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devastation of flood, but it is just as disastrous as the time of harvest 
approaches and there is nothing to harvest and there is no income. The 
incurred expenses involved just mean complete financial loss and pos- 
sible foreclosure upon the individual who has those financial burdens 
to carry. 

Mr. Chairman, I thank you for the time and courtesy and I know 
that this committee will act upon one of these bills, or may combine 
the provisions of all into one committee bill which will meet the needs 
of the Small Business Administration and the disaster needs of our 
land. 

Senator Morse. Senator Thye, we are very glad to have you and I 
want to associate myself with your comments on what the Small Busi- 
ness Administration has done in bringing relief through existing legis- 
lation to these disaster-stricken areas. 

Are there any questions of Senator Thye ? 

Senator Ives. I have no question, Mr. Chairman, except I want to 
observe that apparently everybody is in favor of increasing this author- 
ization, but it is a question of how and the circumstances by which it is 
to be done. 

Senator Morse. Also, this morning, in view of the Florida disaster 
and the renewed threats of disaster in the West, 1 wonder if any of us 
have the figure up high enough. 

Senator Ives. I wondered about that when I saw it. 

Senator Morse. I feel what we ought to do is take a sort of “putting 
in escrow” position on it. I would rather have the Small Business 
Administration have adequate funds to draw on, with the understand- 
ing that they would not draw on them—as we know they would not— 
unless it were necessary, rather than have a situation where we have 
renewed disasters and find the Small Business Administration in a posi- 
tion where they have to come back to us for more funds. 

I think putting it in escrow, so to speak, protects the taxpayers. I 
really have grave doubts this morning about the amounts we have men- 
tioned here, in view of the news flashes we received over the weekend, 
particularly in regard to these renewed floods on the west coast, which 
T am sure Senator Kuchel will testify about. and the Florida disaster. 
I wonder when we come to write up the committee bill whether we 
should not increase that. 

Senator Bush? 

Senator Busu. Has Mr. Barnes testified yet this morning or will 
he testify later? 

Senator Morse. He will testify later. 

Senator ROBERTSON. Mr. Chairman, I understand the three bills 
before us, S. 2775, S. 2856, and S, 2866, are all substantially the same; 
are just to increase the disaster loan fund? 

Senator Morsr. The differences are minor differences. 

Senator Rosertson. I agree with the last witness, Senator Thye, 
that this is an urgent matter, and if we can consolidate these bills we 
should do so. We should vote out all three of them and if there are 
any changes we can consolidate them. The committee will act 
promptly, I believe, on this situation. 

Senator Morse. I am sure we will reach some decision as far as this 
subcommittee is concerned before we adjourn today. 
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Senator Kuchel, we are very glad to have you this morning and I 
will call on you to make whatever statement you care to make to the 
committee at this time. 


STATEMENT OF THOMAS H. KUCHEL, A UNITED STATES SENATOR 
FROM CALIFORNIA 


Senator Kucuet. Thank you very much, Mr. Chairman. 
The unprecedented storms which struck the Pacific Northwest, par- 
ticularly your own State of Oregon and my State of California, re- 
cently caused tragic loss of life and inflicted damage seldom if ever 
equaled in the history of the State of California. As we meet this 
morning to consider these bills, which I think are accurately described 
as emergency Measures, as you have previously alluded to, in my State 
we have what represents one more grave possibility of increased disas- 
ter in the northern California area. We now have suffered to the 
extent of 1 million acres of property in my State being submerged 
under water. Some of the beautiful deciduous fruit ranches in north- 
ern California have been under water to the extent of 10 to 14 feet 
and it has been estimated 75 lives have been lost in that area. 

I think it is safe to say in excess of $500 million worth of property 
damage has been sustained by the people of my State in both the 
Sacramento and San Joaquin Valleys. Within hours after the terrific 
floods poured out of the mountains and numerous rivers and streams 
went on the rampage, forces of local, State and Federal Governments 
along with private agencies went into immediate action to minimize 
losses, to save lives and to relieve suffering. The extent of the damage 
has not yet been measured in the 42 counties in our State which have 
been declared to be disaster areas, but competent authorities estimate 
it will run into 6 figures. 

As inevitably is the case when such a natural disaster strikes, the 
task of rehabilitation isso great that the resources of those immediately 
affected are wholly inadequate. Everything within the power of the 
people themselves, their cities and counties, the State, the American 
Red Cross, and other charitable organizations is being utilized to 
repair and rebuild the destroyed or damaged homes, farms, businesses, 
public facilities and transportation systems. ; 

The disaster area of California, as I say, officially encompasses 42 
of our 58 counties. Business and employment have been tragically 
interrupted and our State still is recoiling from a major calamity, 
now apparently about to strike again. 

The Congress wisely and with ample justification several years 
ago recognized the Federal Government must assist the recovery of 
areas such as these sections of my State from the effects of unaveid- 
able and unpredictable natural disasters of this kind. Several agen- 
cies speedily and efficiently came to the aid of California. But the 
ability of the Federal Government to play its full role in rehabilita- 
tion is limited, in the instance of the legislation before this committee, 
as an example, by the lack of funds with which the Small Business 
Administration can make low-interest disaster loans which are essen- 
tial to put our people back on their feet. 

I know the members of this committee are fully cognizant of the . 
need for such assistance as is authorized by the Disaster Relief Act 
and of the urgency of replenishing the loan fund of the Smal] Busi- 
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ness Administration available to finance reconstruction and repair of 
ruined or damaged property. I joined a number of my colleagues, 
led by my able friend from Connecticut, Senator Bush, as soon as the 
Senate reassembled in introducing one of the bills before you, S. 
2856, to make possible the providing of financial aid to the people of 
California and your State of Oregon, and others, in desperate need 
of help which only the Federal Government can extend. 

I want here to associate myself with your suggestion. It seems to 
me that in this instance we ought to hear from the Small Business 
Administrator fully, because if we make any errors they should be 
on the side of more liberal treatment in the authorization of funds 
available to the Small Business Administration and otherwise. 

Senator Roperrson. May I interrupt to call attention to the fact 
that on January 5 your bill was introduced, and on January 5 Sen- 
ator Thye’s bill was introduced, and they are the same in effect be- 
cause they both say not to exceed an aggregate of $200 million shall 
be outstanding at one time. On January 9 a bill was introduced by 
Mr. Morse and Mr. Sparkman and Mr. Lehman which authorized 
not to exceed $325 million to be outstanding at one time. There is a 
difference between the sums. 

Senator Kucuen. Going on, if I may 

Senator Rosrrtson. In connection with your suggestion, if your 
bill was adopted it would take a cut. 

Senator Kuocux.. Yes, indeed. What I particularly point out is 
the fact that over the last weekend another flood hazard has come 
into the northern section of California which may well mean a tre- 
mendous increase in the loss of lives and property. 

Senator Rogertson. In your opinion is there a difference between 
damage from flood and damage from freezing and frost? Are they 
not both in the general category of acts of God ? 

Senator Kucuet. I think there are some differences that can be in- 
dicated, Senator. For example, while my State has suffered from 
time to time from abnormally low temperatures, the suffering has 
never been so acute, nor so widespread, as the suffering from floods 
these last 2 months. For a third time the people of Yuba City in 
northern California are now ready to evacuate their families from 
that area. In other words, the toll of property damage which accom- 
panies the flood is infinitely greater than the property damage which 
results from a freeze. I think that would be a valid distinction. 

Senator Rozertrson. I just wanted your viewpoint, because we may 
have some requests, before we are through, for assistance to Dade 
County, Fla., for instance, which claims already to have lost $20 million 
through the frost. The Palm Beach area has lost big money also. The 
time might come when some applegrowing area in Virginia might have 
a big loss through frost, so I want to know if there is any dividing line 
between these types of disasters, and if so, where it 1s. Of course, 
we do know people do not lose their lives in a frost and they do in 
floods. Some people think that it may be a duty of the Government 
to prevent floods, although they cannot prevent Frost. I wanted your 
opinion on that. 

Senator Kucuet. I am inclined to think, Senator—and I will not 
prolong this argument or discussion—I am inclined to think that the 
Small Business Administrator would be in a position to indicate to 
you that people whose farms are materially damaged by freezings 
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would have an opportunity to apply to the Small Business Adminis- 
tration for assistance which would not otherwise be available. At any 
rate, 1 am sure Mr. Barnes would be able to comment on that. 

Senator Rozertson. Is it contemplated that whatever we authorize 
is just to be put out in the shape of loans ? 

Senator Kucnen. So far as the Small Business Administration is 
concerned the answer is yes. 

Senator Roperrson. That is what we are dealing with here. 

Senator Kucuet. That is right. This has nothing to do with 
disaster legislation. 5 

Senator Rozerrson. No. Senator Bush has a separate bill on that. 

Senator Kucuex. That is right. 

Senator Morse. If the Senator from California will permit, before 
the Senator from Virginia and the Senator from Connecticut came in 
the chairman announced that Senator Bush’s bill, the broader bill in- 
volving the insurance problem, will not be taken up today. We are 
going to have a hearing on that in the very near future. This legis- 
lation we are discussing today goes to this disaster loan need as far 
as this hearing is concerned. 

I would like to point out that I think Senator Kuchel and Senator 
Robertson brought out clearly the need for proceeding as rapidly as 
possible with the consideration of Senator Bush’s proposals in regard 
to disaster-insurance legislation. 

Senator Busu. Mr, Chairman, a point of inqury. 

Senator Morsz. Yes. 

Senator Bus. Will the flood indemnity bills be before this sub- 
committee or another subcommittee of the Banking and Currency 
Committee ? 

Senator Morse. That I do not know. 

Senator Leuman. It has already been referred to another sub- 
committee. 

Senator Morse. It has gone there. So I think we should have the 
earliest possible hearings on the insurance indemnity bill. 

Senator Busn. I certainly agree with you and I am glad you feel 
that way. : 

Senator Morsr. I think they dovetail and we cannot keep these bills 
entirely separate and distinct. At least I think we will have some 
questions raised this morning in discussing this with Mr. Barnes which 
will bear indirectly on Senator Bush’s bill. 

The Senator from California may proceed. 

Senator Kucuen. I do want to say that the government of the State 
of California is doing its utmost to assist in the rehabilitation of 
business facilities, but the amount of aid it can give is strictly limited. 

For example, our State constitution does have a provision against 
making gifts of public moneys, so that the assistance which the State 
is empowered to render in disasters such as this pretty much runs along 
the line of assistance to publicly owned properties which have been 
damaged or destroyed. 

Governor Knight has announced that he will call on the State 
legislature when it meets in special session in March to appropriate 
several million dollars to repair and restore irrigation systems, roads, 
bridges, and such. I do want to ask that a copy of his telegram to me, 
which I received this morning, in support of the principle embodied 
in all three bills, be made a part of my remarks. 
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Senator Morse. There will be inserted at this point in the record 
the telegram received from the Governor of California, Goodwin J. 
Knight, dated January 13, 1956. 

( The telegram referred to follows :) 


SACRAMENTO, Catir., January 13, 1956. 
lion. THomas H, KUCHEL, 


lnited States Senator, 
Scnate Office Building, 
Washington, D.C. 


I am informed the Senate Banking and Currency Committee is holding hearing 
January 16 on bill to augment funds available to Small Business Administration 
for small-business loans and disaster loans in the flood-stricken areas. I ear- 
nestly urge full support for this urgently needed legislation. The vast losses to 
the small-business men and homeowners in the widespread disaster areas of 
California will not be known for some time to come, but immediate relief to them 
through small-business loans and disaster loans, as applications come in, is most 
vital to the economic recovery of the stricken areas of California and to the 
restoration of the ability of thousands of our citizens to continue as self-supporting 
members of their communities. 

Cordially, 
Goopwin J. KNIGHT, 
Governor of California. 

Senator Kucug.. Mr. Chairman, because the estimates of damage 
are far from complete at this time he has not specified the amount he 
will seek, but said he expects it will be considerably more than the $6 
million voted by the legislature for flood reconstruction in the last big 
disaster of this type in 1936. 

The governor has telegraphed me that the legislation now before 
your subcommittee is urgently needed to supplement the other efforts 
and assistance available to rehabilitate the affected areas. 

To give an indication of the extent of damage, I am informed that in 
Sutter County alone, in northern California, 56 percent of the assessed 
property was under water at one time. Total damage of all kinds in 
this 1 county is estimated at $70 million. Throughout the State thous- 
ands of head of cattle were lost, extensive orchards were destroyed, 
and uncounted farms and homes were severely damaged or destroyed. 
Merchants and service establishments sustained losses of inventories. 
equipment, and buildings. Many of these farmers, businessmen and 
homeowners will be unable to obtain aid any other place except: from 
the Federal Government. 

I want to say the $25 million inerease in the disaster-loan authority 
provided by S. 2856 is unquestionably the minimum, and may be, in 
view of the events of the last 48 hours, less than this Senate committee 
and this Congress should approve in adopting emergency legislation. 

I do want to say, Mr. Chairman, that I have spoken on a number of 
occasions with Mr. Barnes and the staff of the Small Business Admin- 
istration. They are in action in California, I think seven offices have 
been set up there—emergency offices—in the various flooded areas, so 
that the people can with the utmost ease make their applications for 
low-interest long-term loans both for the moneys necessary to repair or 
to reconstruct their homes and their businesses. 

I thank you very much, Mr. Chairman, for this opportunity. 

Senator Morse. I am very glad to have you, Senator Kuchel. 

Any questions of the Senator from California ? 

Senator Leuman. No questions, but may I make just an obser- 
vation ? 

Senator Morse. Yes, Senator Lehman. 
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Senator Lenman. I think it is highly important that we do not 
confuse this legislation with legislation affecting disaster insurance. 
At best and at ‘most they have only a collateral relationship. I think 
the Small Business Administration has done a fine piece of work and 
I am strongly in favor of this legislation which would make available 
larger sums of money. I think the Red Cross has done a fine piece of 
work, and I hope they will receive increased public support. But in 
the aggregate the relief that can come from the Small Business Admin- 
istration and from the Red Cross is very, very small as compared to the 
damage that has resulted from these disasters. It has been estimated 
that without including the figures from California, or Oregon, or 

Nevada, or the other States on the Pacific coast, or the Northwest, the 
losses from flood damage amounted to somewhere between $800 million 
and $1,600 million. I donot know what the losses in California will be. 

Senator Kucuen. I suggest, Senator, an estimate is they will ex- 
ceed half a billion dollars. 

Senator Lenman. If they exceed half a billion dollars that would 
make the losses from these floods and the attendant disasters con- 
nected with the floods, amount to a minimum of $1,300 million and 
a maximum of $2 billion. That does not include your State, Mr. 
Chairman, or Nevada, or probably other States that have been af- 
fected. Probably the figure is somewhere between $1,300 million and 
$2 billion. But even if we accept the minimum figure it is a stagger- 
ing amount. What we are doing here, important + as it is—and again 
I wish to emphasize that I am all for it—is not going to be more than 
something which will help in a small degree as compared to what is 
needed to compensate these people for the losses which they have 
suffered and against which they would never have protected them- 
selves. 

Senator Morse. Thank you very much. 

Senator Busu. If I might say so, Mr. Chairman, I would like to 
associate myself with the general comments of Senator Lehman on 
this point. I do not think there is any question in anybody’s mind 
that what we are doing here would not have any bearing whatever 
on the necessity for an ‘indemnity bill, of which several have been in- 
troduced. 

But 1 would like to say that I do believe that the Small Business 
Administration has rendered a great and outstanding service in the 
period of the northeast floods, and I do not have the slightest doubt 
but that they are doing and will do the same in the Northwest. Mr. 
Barnes himself has been up there in our area repeatedly. I was 
amazed at the organization which he was able to muster, with a great 
deal of assistance, incidentally, from local authorities. Local bank- 
ing interests pitched in and formed advisory committees with him. 

hey did a very outstanding job indeed. But I also want to pay 
tribute to those in Congress who had the vision to put on our books 
the type of legislation which enabled the Small Business Administra- 
tion to get into this situation. The remarkable thing is, I think, 
while we may have some slight difference as to what the limit is that 
may be available, there is no question in anybody’s mind, I believe, 
that we have here basically a good, sound piece of legislation to deal 


with part of the disaster results which come about with these very 
heavy floods. 
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I am very happy to pay that tribute to our predecessors who have 
worked that out. ’ 

I might say incidentally too, it not only applies to this legislation, 
but other pieces of legislation which came in so handy in connection 
with these flood disasters. 

Senator Morse. I want to thank the Senator from Connecticut. I 
associate myself with his remarks. 

Our next witness is Mr. Wendell B. Barnes, Administrator of the 
Small Business Administration. 

Mr. Barnes, we are very happy to have you with us and I think 
you know you are testifying before a subcommittee that is unanimous 
in its commendation of the work that your organization has been doing 
in this flood-disaster crisis. You may proceed. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION 


Mr. Barnes. Thank you, Senator. We are honored to be here and 
certainly appreciate the remarks that have been made. 

The Small Business Act of 1953, which established the Small Busi- 
ness Administration, also provided for the Administration— 
to make such loans as the Administration may determine to be necessary or 
appropriate because of floods or other catastrophes. 

The act limited to $25 million the amount of disaster loans to be 
outstanding at any one time. 

Prior to this act the disaster program was handled by the Recon- 
struction Finance Corporation, and at the time the Small Business 
Administration assumed this program there were approximately 15 
disaster areas in existence from which the Small Business Administra- 
tion was obligated to accept disaster-loan applications. 

During the period ending December 31, 1955, we have declared 45 
disasters and have approved 3,299 loans in a total amount of 
$37,904,978. An exhibit is attached—which each member has at his 
desk—showing a breakdown by States and disasters of the disaster- 
loan-application activities. (See p. 32.) 

Early in 1955 it became apparent that the limitation in authority 
of $25 million in outstanding disaster loans could be restrictive in the 
event of a series of major disasters. It was therefore recommended at 
that time to this committee by the Administration that the original 
Small Business Act be amended to provide for a single fund for the 
lending programs and avoid the maximum restrictions on our busi- 
ness and disaster loan authority, and the bill reported out by this com- 
mittee included such a provision, although it was eliminated in the 
final act as passed. This is similar to the proposals now being con- 
sidered. 

Senator Morse. May I interrupt to make it perfectly clear in the 
record, and to check my recollection? As I understand it, the Senate 
passed a bill with a combined fund and the elimination in the final 
act was made in conference. Am I in error on that? 

Mr. Barnes. Not exactly, sir. It was in the bill as passed by the 
House, which was in effect an amendment to the Senate bill, and the 
Senate accepted the amendment. I do not think there was a formal 
conference on it. 

Senator Morse. They accepted it on the floor. I recall now. 
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Mr. Barnes. Yes, sir. 

Senator Morse. It was accepted on the floor after the House passed 
their amendments, and we did not go to conference. But our original 
bill in the Senate passed with the combined fund in it. 

Mr. Barnes. Yes, sir. 

Senator Morse. Go ahead. 

Mr. Barnes. During the month of August of 1955, a series of hurri- 
canes struck the east coast, first in the Carolinas, then in a large portion 
of New England. Disaster areas were declared, including the entire 
State of Connecticut, 3 counties in Delaware, 9 counties in Massa- 
chusetts, 12 counties in New Jersey, 6 counties in New York, 27 coun- 
ties in Pennsylvania, and 1 county in Rhode Island. 

To meet the needs of hurricane victims, 21 emergency offices were 
established in the New England area alone, and 2 offices in the Caro- 
lina area. It was necessary at this point to invoke special emergency 
measures. Personnel were transferred to this area from other regional 
offices, and in addition, banks in the area assigned some 63 credit 
people to assist in the work in our offices at no cost to the Government. 
In addition, procedures were amended, increasing the authority of 
local offices and simplifying the forms necessary for small disaster 
loans. 

It soon became apparent that the statutory limitation of not more 
that $25 million to be outstanding at any one time in disaster loans 
was going to be inadequate if all the eligible disaster loan applicants 
were to be given assistance. After consultation with congressional 
leaders and members of the White House staff, it was decided that 
until the Congress would reconvene and lift this limitation, the Small 
Business Administration would continue to make loans to disaster 
victims at its 6 percent business loan interest rate to qualifying busi- 
nesses in disaster areas. A clause was inserted in the loan authoriza- 
tion stating that the rate would revert to 3 percent at such time as 
congressional action permitted. 

A copy of the clause inserted in each of the loan authorizations is 
attached in the statement which the members of the committee have 
for the information of the committee. This procedure permitted the 
Small Business Administration to continue to meet the immediate 
requirements of persons whose homes or business were damaged or 
destroyed. (See p. 32.) 

It should be noted that this procedure would be of no financial hard- 
ship on most loan recipients, or on all of the loan receipients, for that 
matter, as congressional leaders indicated that the needed congres- 
sional action to lift the legal limit of $25 million would take place 
prior to the first payments on the loans. 

Those first payments were set by us in March or April so that there 
would be adequate time. 

At the time this emergency method was adopted, less than $5 million 
of the $25 million remained uncommitted, and it was considered neces- 
sary, therefore, to allocate this balance to the various regions involved 
in order to insure that homeowners and businesses which suffered 
hurricane damage could be accommodated. By approving all possible 
applications under the business loan authority and making frequent 
adjustments of these allocations, we hoped we would be able to avoid 
the refusing of any applications for lack of legislative authority, 

71593—56——3 





14 SBA DISASTER LOANS 


However, as of January 6, 1956, only $240,000 remained available 
for new applications. 

{ might interpolate at that point and say that has been apportioned 
to the west coast, taking those allocations away from some of the 
east coast offices; and as of Friday of last week I apportioned the last 
$100,000 to the west coast, leaving only something less than $50,000, 
I think, unapportioned. 

As stated previously, through December 31, 1955, the Small Busi- 
ness Administration had approved 3,299 disaster loans. Of these, 
2,755 were 3 percent disaster loans totaling $27,471,412 and 544 were 
processed as business loans under 207(a) of the act, for a total of 
310,433,566. It should be pointed out that these approval figures are 
cumulative and will exceed the dollar amount of loans outstanding by 
reason of repayment that had been received. In addition, this admin- 
istration also processed loans which were approved by the Treasury 
under section 302 of the Defense Production Act in the amount of 
$4,306,000. 

To further accentuate the problem, floods struck in California, Ore- 
gon, and Nevada in the latter part of December of 1955, causing wide- 
spread destruction and extensive property loss to homes and businesses. 
While accurate estimates cannot be made at this time, it is possible 
that disaster loan applications may be received amounting to as much 
as $15 million. 

To meet this new emergency on the west coast, the Small Business 
Administration has established emergency offices in the affected areas, 
namely, 6 in California, 3 in Oregon, and 1 in Nevada. The attached 
schedule entitled “Estimated Legislative Authority Requirements for 
Disaster and Business Loans,” which I will refer to in detail at the 
end of my statement, will enable the committee to estimate the require- 
ments of authority which will be needed by this Administration if the 
present disaster loans are to be approved and if applications for present 
and future disasters are to be accepted. 

It must be understood that our estimates were made prior to the 
California disaster and that estimates of the extent of the damage in 
that area are still subject to change. These figures, of course, relate 
only to our authority. As to the question of funds, it appears at pres- 
ent that the funds on hand will be adequate to meet our current needs. 
However, if necessary, it is understood we will discuss the matter fur- 
ther both with this committee and the Appropriations Committee when 
our budget is considered. 

Our budget for this year has not, of course, been before the various 
committees, and if it is apparent that more funds are needed at that 
time it will be brought to the attention of this committee and the 
Appropriations Committee. 

Senator Leaman. What was it last year? 

Mr. Barnes. You must remember this is a revolving fund and an 
appropriation was made to the revolving fund raising the funds avail- 
able from $80 million to $105 million. I make that point because there 
are repayments coming into the fund all the time. 

Senator Rozertson. You mean that is the total you can have out- 
standing? 

Mr. Barnes. That is the total money we have. 

Senator Rorertson. We have two bills here to raise it to $200 mil- 
lion and one other bill to raise it to $325 million. 
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Mr. Barnes. That refers to the authority. 

Senator Rospertrson. That refers to the ‘authority ? 

Mr. Barnes. Yes, sir. 

Senator Roperrson. That is right. But have you decided on how 
much authority you should have ? 

Mr. Barnes. I deal with that in the remainder of my statement. 

Senator Morse. Is it true, Mr. Barnes, no matter what figure we put 
in any of our bills, you still have to go before the Appropr iations Com- 
mittee ¢ 

Mr. Barnes. Yes, sir. 

Senator Morse. And it will not in any way affect the amount that 
the Appropriations Committee will grant? 

Mr. Barnes. That is right; yes, sir. 

As stated previously, we had but approximately $240,000 of disaster 
loan authority of the amount allocated remaining for loans to home 
owners as of January 6, 1956. The west coast floods apparently have 
affected a much greater percentage of homeowners than did the North- 
east floods. The available $240,000 appears grossly inadequate to 
serve the humanitarian needs. Homeowners, of course, cannot qualify 
for 6 percent business loans under this temporary procedure we set up. 

Fortunately, as of the present, no applicant for financial assistance 
has yet been turned down because of the lack of funds or because of the 
limitation on our authority. 

The three bills now being considered be this committee, namely, S S. 
2866, introduced by Chairman Morse, S. 2775, introduced by Senator 
Thye, and S. 2856, introduced by Senator Bush, together with other 
sponsors on several of the bills, all of which relate to the question of an 
increase In our present authority, would combine into a single fund 
the amount authorized by this Administration for lending purposes. 
This Administration favors this proposal. These bills would make 
further changes, as follows: The two bills, namely, S. 2775 and 5S. 
2856, increase the aggregate ‘amount authorized for both the business 
and disaster lending programs by $25 million; whereas the proposal 
included in section 1 of S. 2866 would increase this aggregate amount 
by $50 million. 

It is our opinion that the combining of these two funds and the elimi- 
nation of the present restriction of authority, which would result in a 
total authorization of $175 million for use in either business or disaster 
loans, would be adequate to meet our needs through June 30, 1957, with- 
out the increases as are suggested, unless we have a succession of major 
disasters. 

Senator Busu. May I interrupt at that point, Mr. Chairman? 

Senator Morsr. Yes, Senator Bush. 

Senator Busu. Have the most recent disasters as seen in the North- 
west, and as pointed out in the chairman’s statement, in California, 
modified your views as just stated in that paragraph ? 

Mr. Barnes. Senator Bush, I would like to answer that in this wa 
These figures and this estimate were made up at a time prior to the Cali. 
fornia disaster. At the time we put this temporary procedure into ef- 
1 t—and this matter was discussed with the congressional leadership 
last fall—we indicated to them that the request would be for $175 
million, either combining the total or increasing the funds separately 
available for disaster loans. So we have felt that we should adhere to 
what we had said we would do. 
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It is true that the California disasters happened since these figures 
were made up. Furthermore, when I give you the recapitulation at 
the end I will be able to tell you just how much we need in authority 
for all present disasters, including our estimates of the California dis- 
aster, and how much would be available in the future. The committee 
itself can judge on the basis of what happened in the past exactly the 
amount of increase necessary. 

But speaking for the Administration, I have limited our recom- 
mendations to what we told the congressional leaders and the chair- 
men of the committees we discussed the problem with at the time we 
entered this temporary procedure. I did feel, due to the extreme doubt- 
fulness in estimating the sizes of disasters, that the committee is as 
well or better qualified than we are to make estimates as to what. will 
happen in the future, and since we are dealing with authority 1 ought 
to limit my testimony exactly to what we told the leaders in Congress 
and the congressional committees. 

At the end of my statement I will summarize it so that it can be 
very clear to you. 

Senator Morsr. I have only one question at this point, Mr. Barnes, 
to clarify my thinking. If we follow your recommendation as set out 
on page 5 and combine the funds—and I am for combining the funds— 
we end up then, do we not, between now and June 30, 1957, with a 
decrease in the amount of money available for small business loans 
where the small businesses have not been struck by disaster ? 

Mr. Barnzs. No, sir. I think the recapitulation I will give you 
at the end of my statement will deal with that very clearly. 

We, therefore, recommend that Congress at the earliest possible 
date adopt this proposal giving to this Administration a total au- 
thorization of $175 million for use in either business or disaster loans 
rather than the present limitation of authority of $25 million in out- 
standing disaster loans and $150 million in business loans. 

Section 2 of the bill, S. 2866, and also of S. 2858—which is not be- 
fore the committee at present but deals with the same subject—con- 
tain a provision which would limit the interest on all disaster loans 
to 3 percent. At the present time the law, as interpreted by ourselves 
and the General Accounting Office, merely limits to 3 percent per 
annum the interest which is charged for housing loans. The Loan 
Policy Board has fixed the rate on all direct loans made under section 
207 (b) (1) to 3 percent per annum. It has also fixed the interest 
rate at 3 percent per annum on the Government share in those cases 
where disaster loans are made in participation with banks. 

In most cases where banks make loans to disaster victims they charge 
less than the normal business rate of interest as a public service to 
help their cutomers who have suffered loss. It has been a great help 
in providing financial assistance quickly to disaster victims to have 
banks participate in these loans. The procedure in handling loans is 
simplified for the Administration because the actual processing of the 
loan is taken over by the bank. We have made 103 disaster a in 
participation. 

In all of those cases it is not a split interest in that in many of 
them the bank also takes 3 percent, but where it is made a participa- 
tion loan we call it a split interest rate because the bank determines 
their rate, but in a great majority of the cases the bank also charges 
3 percent or just slightly over 3 percent. 
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I have a list, incidentally, of those loans available, if you would 
like to have them offered in the record, and I will do so at this point. 

Senator Morse. I think we will insert it in the record at the close 
of your testimony, with a reference toit. (See p. 40.) 

Mr. Barnes. All right, sir. 

Senator Morse. Without objection, it is so ordered. 

Mr. Barnes. In many cases where housing loans are involved banks 
have charged the 3-percent rate. To encourage this the Loan Policy 
Board has agreed not to charge any fee for our participation in the 
loans, where the bank charges 3 percent, This is to encourage this 
activity of the banks assisting i in making disaster loans. 

Senator Busi. What would that fee nor mally be? 

Mr. Barnes. The fee normally would be a quarter of 1 percent in 
disaster loans. I might interpolate further at that point that the 
Small Business Administration borrows this money from the Treas- 
ury, and at the present time is paying an interest rate of 25¢ percent. 
It has been as high as 234 percent. On a 3-percent loan if the bank 
pays us a quarter of 1 percent then the bank actually would receive 
only 234 percent. Of course, we cannot administer the program at a 
profit, or anything of that nature, when we are paying at least 214 
percent and sometimes 234 percent. 

Senator Busu. You have to have a spread just like a bank or any 
lending institution does. 

Mr. Barnes. Yes; but it is our feeling Congress did not intend us 
to, or did not intend for our expenses in this program to be offset by 
the interest rate charge. There has not. been any indication of that in 
any congressional hearings and we now have a spread of three-eighths 
of 1 percent. It has been as low as one-fourth of 1 percent when we 
had to pay more for the funds we used ourselves. 

Banks have in the past been very cooperative in processing these 
loans. Many loan applicants prefer to deal with their own bank 
because of the fact that their bank knows their financial position and 
is familiar with their business, 

In most cases the amount of the bank’s participation is limited to 
from 10 percent to 25 percent of the amount of the loan so that the 
additional interest ad on this type of loan where there is a spread 
of three-fourths of 1 percent between what we charge and the bank 
charges is no great burden on the borrower. 

Many businessmen prefer to have their bank handle the loan be- 
cause of the convenience of having day-to-day contacts with the bank 
which may be able to fill other credit needs during the course of the 
loan, and because of the confidential nature of their financial affairs 
which are already known to their bank. 

In these situations where the bank and the loan applicant can agree 
on terms of the loan, including the bank’s share of the interest, it is 
questionable if the Congress or the Government should fix a rate 
which could disrupt this relationship between the bank and its cus- 
tomers, It is also. pointed out ‘that the loan applicant does this— 
agreeing with the bank—knowing fully well that 5 could obtain the 
direct loan from this administration at the 3-percent rate. Many of 
these loans will necessarily require a great deal of detail work because . 
of the nature of the collateral, and it is our opinion that the bank 
should not be required to sustain a loss. 
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t is doubtful if a bank could break even on such loans if the inter- 
est rate were fixed at 3 percent. In this west coast disaster area it is 
estimated that there may be as many as 400 or 500 loan applications 
which can be handled by banks, and the banks in California have al- 
ready indicated their willingness to participate in such program. We 
have set up such a program. 

Senator Bus. At 3 percent, or without limit on the interest ? 

Mr, Barnes. At 3 percent on all of the Government’s share, with 
the bank being allowed to fix the rate, and as I sayy in most cases the 
banks either fix it at 3 or a little bit more than 3. I do not have any 
details as to what thes will charge, but based on our experience last 
year it is not the regular, normal rate. They set their own disaster 
rate, 

Senator Busn. Going back, I get from your earlier statement that 
in most all cases the banks did come along at 3 percent. 

Mr. Barnes. Yes, sir. 

Senator Busu. It was the exception rather than the rule when they 
charged a differential rate. 

Mr. Barnes. That might be because of this fact, Senator Bush: In 
some cases the bank alre: ady has a loan to the borrower at a 6-percent 
rate, and they participate in a new loan to the borrower and are willing 
to charge a lower rate on what is loaned under the new loan but it is 
to the borrower’s advantage—maybe we even suggest—that the 
amortization of the old loan be fixed the same as the new loan and 
they would all be included together. It helps the borrower to stretch 
out his payments. If the old loan is, say, for 2 or 3 years and he is 
undergoing a complete financial reorganization, it is very much to his 
advantage to set the term longer on the loan that is presently in 
existence. 

So in those cases the bank has some justification for charging more 
than 3 percent, at least on that portion of the loan that is represented 
by the old loan in existence, and in most cases that is exactly what 
has happened. 

Senator Busu. Of course, a new factor has come in since he made 
that old loan, namely, a disaster. I am just wondering whether that 
is not something that the purpose of this legislation should focus 
upon. I mean as to whether, in view of the fact ‘that we have a disaster 
that we are dealing with, that the purpose of this legislation is disaster 
relief through the loan process, I am just wondering whether that 
differential might not be absorbed by the Federal Government, it being 
the intent of the legislation to provide a low-interest-rate loan here. 

Senator Morse. I had a question or two along that very line. You 
go ahead. 

Senator Busu. My point was this. I would just like to amplify it 
if the chairman permits. In some of these loans, up there in our area 
I mean, the carrying charge is a very important question as to whether 
a fellow would like the loan or not. As you know, I think, I intro- 
duced a bill which would extend the period from 10 to 20 years on busi- 
ness loans, just as it is now possible on disaster home loans. The 
reason for that was to reduce the carrying charges for one who had 
been struck down and hard hit as so many of these small operators 
were. 
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So I want to come back to that question of the interest rate differ- 
ential again after we get your final testimony and your table on that, 
because I think that is something the committee should consider. 

Senator Morse. I would like to have Mr. Barnes’ reaction to that 
proposal in your other bill, because when we get into executive session 
and start writing up the bill and some such proposal is made, I do not 
want to have to take the time to find out from Mr. Barnes at that 
pee how they stand. Because you know what some member is going 
to say: “Well, I wonder what the Small Business Administration 
“ae think of that?” 

I think there is so much merit in the Senator’s proposal that either 
now or at the close of his formal statement Mr. Barnes ought to tell 
us what the position of the Small Business Administration is on ex- 
tending these loans from 10 years to 20 years. 

Senator Busn. Either w ay is all right with me. 

Senator Morse. Before we get into that, however, on the point that 
the Administrator is making on this matter of the split interest rate, 
do you have any objection to our changing the language in the exist- 
ing bills when we come to write up a committee bill that will make it 
very definite and certain that the interest rate on the Government’s 
share of any disaster loan shall not be in excess of 3 percent ? 

Mr. Barnes. No, sir. 

Senator Morse. So the comments that you are making about our 
bills in respect to this interest matter should not be interpret ted in any 
way as indicating Administration opposition to a 3 percent limitation ? 

Mr. Barnes. No, sir. 

Senator Morse. Now, in regard to this matter of a split interest 
rate, when did the Small Business Administration start the practice 
of approving a split interest rate ? 

Mr. Barnes. I think it was at the time of the Vicksburg disaster, 
which was in the fall of 1953. We had one loan there to rebuild a 
church, in which three banks were going to take a participation. 

The question did not arise very frequently. The interest rate being 
fixed at 3 percent for disaster loans did not encourage the banks to 

take part in certainly the minor disasters that happened. But in 
these recent large disasters I am sure the banks were motivated by a 
desire to help their communities rebuild and to get the local economy 
back in operation as quickly as possible. 

And then we have done everything we could not to exclude people 
from making disaster loans or helping in disaster areas but, rather, to 
get every lending agency, private as well as governmental, to take a 
part. 

Senator Rorperrson. On that point, Mr. Barnes, you say you have 
never turned down an application. Were you able to take care of all 
the applications from the oystermen on the Rappahannock River 
for loans? 

Mr. Barnes. All that has been submitted. We have not turned 
anyone down for lack of authority or lack of funds. 

Senator Rorerrson. Well, you made 5 loans of a total of $21,540. 
Was that all the loans that came in? 

Mr. Barnes. I do not have the specific figures. 

Senator Rosrerrson. I know it was a long time before you made 
any of them. I just wondered if you were able to handle all that 

came up on the same basis and if $21,540 covered what they had 











20 SBA DISASTER LOANS 





requested as being necessary or just what you decided to let them have. 

Mr. Barnes. If there were any declined it was because of credit 
reasons rather than any lack of authority or funds. 

Senator Roserrson. Well, I know they were very grateful to get 
something, but it seemed to me, when they claimed that they had been 
so badly “damaged, that $21,540 was a rather small amount, with 
all the damage | to the oyster beds that had to be reseeded there in 
the Potomac River. 

Mr. Barnes. The figures I have here indicate that there was only 
1 loan of all that were submitted to us from the oyster fishermen that 
was declined, and that was 1 application for $500. We had 6 appli- 
cations that had been made, and we granted all except the 1. 

Senator Roserrson. And substantially what they asked for? 

Mr. Barnes. Substantially what they asked for. 

Senator Roserrson. There is another question. When we were 
discussing liquidation of RFC the figures were that they lost money 
on the small loans and made money on the big loans and that on the 
overall picture they came out ahead of the game. How does your 
picture show as of today? Are you losing money on these loan pro- 
grams / 

Mr. Barnes. We are not losing money by reason of losses or fail- 
ures to repay the loans or things of that nature. It costs more to 
make a lot of small loans, of course, than it does a few big ones. So 
that our expenses of administering the lending portion of our func- 
tions are not offset by the interest received from the present number 
of loans outstanding. 

Senator Rozgertson. I did not think it would be, and I did not 
think when you organized it would be, based on the experience of 
the RFC. About how much are you going in the red each year? 

Mr. Barnes. You see, we have more than just the lending func- 
tion, so I will address my remarks just merely to whether or not 
the costs of lending, of making these loans, are offset by the interest 
received from them. My recollection 

Senator Busn. Mr. Chairman, can we not for convenience have the 
assistant sit up by Mr. Barnes? 

Senator Morse. He is welcome to have any assistants he wishes sit 
by him. 

Senator Roserrson. I thought you would have these figures, cer- 
tainly in a rough way, pretty well in mind. If I were losing money 
on something, I would be very conscious of what I was losing. 

Mr. Barnes. My recollection is it costs some $4 million to operate 
the lending program and that we are going in the red something less 
than a million dollars. 

Senator Ronertson. Well, now, one other question. I did not quite 
follow your answer to Senator Bush’s question as to what is your 
estimate of needs after you looked at the new California floods. Your 
first estimate was overall $175 million. The Senator from Connecticut 
introduced an authorization for $200 million. What did you finally 
say was what your current recommendation would be for the overall 
amount to be outstanding at one time ? 

Mr. Barnes. I said $175 million, sir, but I said I would elaborate on 
that at the schedule at the end. 

Do you wish that exact figure? May I insert it in the record? 
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Senator Roperrson. If you please. I would like to hear it, too. 
Mr. Barnes. For both business loans and disaster it is $2,781,771 in 
1955. 

Senator Rospertson. That was your deficit ? 

Mr. Barnes. That is the deficit on the lending function. 

Senator Rogerrson. That is better than I thought it was going to be. 

Mr. Barnes. That includes an estimated allowance for losses and it 
includes both business and disaster loans. 

Senator Morse. Mr. Barnes, I have one or two questions at this 
point. 

Mr. Barnes. All right, sir. 

Senator Morse. I think they would be clearer in the record at this 
point than if I come back to them after you finish. 

Has it not been your policy to handle all of the disaster loans 
through the banks from the standpoint of the paperwork on the loans ¢ 

Mr. Barnes. No, sir. It has been our policy to set up a procedure 
and local offices so anyone could apply to us for a direct loan. And in 
addition to that, we have set up procedures whereby the applicants 
could go to a bank and have a bank assist them in filling out an applica- 
tion for a direct loan and forward it to us. 

Now, third, we have asked that the banks, when we approve a direct 
loan, on the basis of our approval immediately provide intermediate 
financing so that the funds are immediately available until we can get 
the loan closed, because there may be title requirements to be met or 
things of that nature. 

Senator Morse. It is that step that my question relates to. 

Mr. Barnes. Yes. 

Senator Morse. Has it not been your administrative practice that 
after you approve of a loan in a community your local office then has 
the paperwork on the loan from that point on handled by the bank ? 

Mr. Barnes. No, sir. It is not the paperwork. It is merely that 
they take the authorization for the loan and the bank makes a separate 
loan of 90 days to 120 days on the strength of the fact that we will in 
the meantime close our loan. And out of the closing of our loan the 
bank is paid off its intermediate financing. 

Senator Morse. If anything should happen to that particular appli- 
cation between the time that you request the bank to make the short- 
term loan and, we will say, a final rejection of the loan, the bank under- 
stands it is adequately protected by your Administration ? 

Mr. Barnes. Yes, it is. There is not much risk, however, because 
we have completely analyzed the case at that time, and most of the 
delay is ination’ in the borrower himself perhaps getting his title 
in order or things of that nature. 

Senator Morse. Now, for those short-term bank loans under the 
proceduce you just described, what interest does the borrower pay 
to the bank ? 

Mr. Barnes. I do not know, sir. I really do not. Because we are 
not a part of that transaction except as we are notified at the end that 
certain loans of the bank are to be paid off. My guess is that in most 
instances it is a lower interest rate than a regular business loan. 
Senator Morsr. But higher than 3 percent ? 

Mr. Barnes. But higher than 3 percent. 
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Now, the fourth method is the participation method in which the 
borrower applies to his own bank, and the bank in turn says, “We will 
make the loan, with the Small Business Administration taking a share 
of it.” In those cases, the bank handles all the paperwork. The bank 
makes the application to us, and if we agree to participate, the bank 
then immediately closes the loan, advances all the funds, and we merely 
have an agreement at some future time to buy a share in the loan if 
called upon by the bank. 

Now, that is a method, of course, that saves us a lot of work when 
it can be accomplished and enables a considerable volume of loans to 
be handled very promptly and expeditiously. And in those cases—I 
have a list of the ones that we have made, the 103 ank does 
handle all the paperwork. 

Senator Morse. In those cases the Federal Government really serves, 
in the last analysis, as a guarantor of the loan ? 

Mr. Barnes. Yes, sir. 

Senator Morse. Well, now, if the committee will permit me one 
or two more questions on this, I think we have a very important ques- 
tion of policy. What was the interest rate of RFC on disaster loans? 

Mr. Barnes. It was changed several times. At the time that the 
RFC was liquidated, it was 3 percent on disaster loans to homeowners 
and 5 percent on disaster loans to businesses. 

Senator Morse. Three and five? 

Mr. Barnes. Yes, sir. 

Senator Morse. Did the RFC charge any fee in addition to the in- 
terest rate charged for handling the loan ? 

Mr. Barnes. I think not. 


Senator Morse. Am I correct in my understanding of your testi- 
mony that your Administration has charged a fee in some instances? 

Mr. Barnes. Oh, I beg your pardon, sir, The RFC did not have, 
as far as I can recall, any participation loans in their disaster pro- 
gram. I have never heard of any. And all the listing I have seen 
of their loans indicates they never had any. They charged a partici- 
pation fee where they had bank pariacipatiane in their ‘Tegular busi- 


ness program. It was very much the same as our schedule of fees. 

But this having the banks participate in disaster loans has been a 
development that “has come in the past year or year and a half. 

Senator Roperrson. If the gentleman will yield there, have you 
been able to get banks to participate in the 3-percent loan? 

Mr. Barnes. Y es, sir. 

Senator Busn. Toa very large extent ? 

Mr. Barnes. Yes, sir. 

Senator Lenman. Mr. Barnes, have you a limitation with regard 
to a loan on a house ? 

Mr. Barnes. No, sir. A limitation? Only that it can be made for 
not longer than 20 years. 

Senator LenMan. I am talking about a limitation as to the amount 
that you can loan, 

Mr. Barness. No, sir. 

Senator Leuman. You were talking about credit. In answer to a 
question about the oyster fishermen down on the Rappahannock, you 
said if any loans were rejected it was a question of credit. What hap- 
pens if a man has a house that had a value of $12,000, let us say—I am 
picking these figures out of the air—and he had a mor tage of $9,000 on 
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that house and the house was destroyed, carried away? The mortgage, 
of course, remains, and I assume that when the bank or whoever it was 
entered into the mortgage with him they not only had a mortgage but 
they had a bond so that the man remained responsible for the amount 
that he had borrowed on that house. 

He comes to you and wants to borrow. He wants to get $10,000 or 
$12,000, which would necessitate, of course, his entering into a loan 
agr eement with the Small Business Administration. Do you take into 
account the fact that he already has outstanding a mortgage of $9,000 
which has to be paid ¢ 

Mr. Barnes. Yes, sir, we do. That is what I referred to as the credit 
aspects. As you could well imagine, there is every type and variety 
of situation that occurs when you deal with a disaster. 

In the example that you used, it was not clear to me whether the 

value of the lot and real estate was included in the $12,000 valuation. 
If it was a house and if the house and real estate were worth, say, 
$15,000 and it had an original mortgage of $12,000 and had been re- 
duced to $9,000-—— 

- Senator Lenman. No, it has not been reduced. Let’s say that it 
remained at its face value. 

Mr. Barnes. All right. So house and property were worth $12,000 
originally ¢ 

Senator Leuman. Well, I picked these figures out, of course, but 
it would not make any differ ence whether you took $12,000 as the value 
of the house or $15,000 as the value of the house, and there w as, SAY, a 
75-percent mortgage on it, which is not unusual. 

Mr. Barnes. What we would do Would be to explore with the bor- 
rower what his income was, what his means of repayment were, how 
much he could afford to pay reasonably and still support himself and 
take care of the needs of his family. If it was apparent 

Senator Roserrson. May I interrupt there to ask how many States 
have laws like Florida that you cannot get a deficiency judgment on 
the mortgage? They passed a law after the real estate boom broke 
down there and everybody was mortgaged up to the hilt and ednnts 
was solvent any more, who was in that kind of game, that you could 
take the property but that is all you could get, that you could not get 
a deficiency judgment against the man who signed the note secur ed b y 
mortgage on the property. Are there many States that have that ! 

In Virginia you can get a deficiency judgment. I do not know how it 
is in New York 

Mr. Barnes. There are not many. That is the only one I know. 

Still exploring Senator Lehman’s hypothetical question, if it be- 
comes apparent that there is more outstanding debt on the property 
so that together with our loan the man could not repay it, we at that 
nae at that point, call in the Red Cross or ask them to look at the case 
also 

Senator Roserrson. Well, is there any Federal agency or any bank 
that you know anything about that would lend $9,000 on a $12,000 
house without any insurance ¢ 

Mr. Barnes. No, sir. 

Senator Leman. May I pursue my question? Because this is some- 
thing that hit me very hard during the hearings that I conducted over 
a period of 2 months and really is the fundamental reason why I be- 
came so deeply concerned over this situation. 
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You take a man with a $12,000 house and a $9,000 mortgage. The 
house was destroyed, and the mortgage remained. The man is a wage 
earner, with very little outside means. If he comes to you and wants 
to get another loan of $9,000 or $10,000 to build a new house, what 
chance has he got? Because obviously that man’s credit cannot be 
very secure. 

Mr. Barnes. Very likely he could not afford to repay both loans, 
and the Red Cross has functioned marvelously in those type of situ- 
ations in advancing to the man sufficient to pay off his prior obliga- 
tions to the point where he can rebuild together with a loan. 

I am sure that it happened frequently in Connecticut. And there 
have been relatively few cases where some provision was not made 
for that type of case. 

The acute case does not occur there where a man has ability to re- 
pay. But it is where there is a loss and there is no current earning 
from which a man could repay a loan. Then we have difficulty. He 
has to be taken care of entirely by the Red Cross. 

Senator Morse. Is it not true, Mr. Barnes, that there are many 
cases such as the Senator from New York has described in his hypo- 
thetical in which the house has been destroyed and, remarkably enough, 
they did not have flood-damage insurance? 

Mr. Barnes. Well, yes, there is—Yes, sir. 

Senator Lenman. None of them had flood insurance. They could 
not get it. 

Senator Morse. And so the comment of Senator Robertson—that 
a $9,000 loan on a $12,000 house cannot be expected without insurance, 
which I think is a fair interpretation of his remark—in these flood- 
stricken areas is exactly what did happen ? 

Mr. Barnes. That is right. 

Senator Morse. And that is why the Bush bill is so important— 
that we take a look at this insurance indemnity need and see about 
getting some legislation on the books that will be of some assistance 
to the insurance companies so that they can underwrite this kind of 
indemnity. 

Mr. Barnes. I misinterpreted the Senator’s question. He said 
“without insurance.” I did not understand him to say “flood insur- 
ance.” 

Senator Morse. I think he meant some insurance that would pro- 
tect him in the destruction of the house. Senator Lehman of New 
York has a proposal also that goes into this question. 

Senator Leuman. Yes. It goes somewhat further than Senator 
Bush’s does. It will be ready for submission within possibly 10 days. 

May I pursue this? 

Senator Morse. Yes. I thought you were through. I am sorry. 

Senator LeumMan. No, I want to pursue it one step further. 

You referred to what the Red Cross does. 

Mr. Barnes. Yes, sir. 

Senator Lenman. I want to make it very clear that I am a tremen- 
dous admirer of the Red Cross. I think they have done a superb job 
with the means at their disposal. But we know the damage, as I said 
before, the loss, was over a billion dollars—without counting the 
Pacific coast and the Northwest. 

The Red Cross I think, prior to the disaster in the Northwest and 
on the Pacific coast, raised approximately $14 million, out of which 
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they had to pay what is generally considered disaster relief—clothing, 
food, shelter, things of that sort. I do not recall the exact figures, 
but they are all j in the record that we kept during the hearing. I think 
that amounted to about $4 million or $5 million approximately, leav- 
ing approximately $9 million or $10 million which they could use 
for the purpose which you have outlined. 

Mr. Barnes. Yes, sir. 

Senator Leuman. But $9 million or $10 million, when you build 
$10,000 homes, and in some cases I know they built a $15,000 home, 
does not take care of very many homes. 

In the hearing we held down in Raleigh, N. C—and I am sorry my 
very distinguished colleague from Connecticut was not there- there 
was testimony, for instance, that on one beach where prior to the hur- 
ricane or flood or whatever it was there were five or six hundred 
houses—they showed us a picture—there was just part of one house 
left. All the others were destroyed. 

I just do not see how those fellows can possibly care for their needs, 
because their credit is not good enough to make a loan based on the 
merits. 

I mention this because I am so anxious not to have this thing con- 
fused with the indemnification, the flood insurance, the disaster-in- 
surance bill, The gap there between what is available and what is 
needed is just indescribably great, in my opinion. 

Mr. Barnes. Mr. Chairman, I would like to testify a little bit fur- 
ther in view of what has been said on that point. And that is that 
we have served a number of areas in which there was insurance avail- 
able in the cyclone damage and the windstorm damage, areas of that 
nature. There is insurance available from private companies. And 
even in those areas, such as the Udall, Kans., disaster and the one that 
happened at Blackwell, Okla., the same night, we found that even 
though there was almost a hundred percent coverage of the property 
that was damaged, in that each property had insurance—there was 
not a hundred percent coverage of the value loss—there was still a 
need for a loan program. 

In other words, although there was cyclone insurance and most of 
the people had it on their property, due to differences in value or the 
xzmount they selected or had elected to buy there was still a need for 
disaster loans to provide replacement of certain things that were lost. 

And I think in fairness to the disaster-loap program that point 
should be kept in mind—that on the basis of our past experience I 
would have to say that, even though there is an indemnity program 
available or even though the insurance was available from private 
companies, there still occur cases in which it is perfectly justified under 
the present disaster-loan program to make loans in the area. 

Senator Morse. I would like to say, in comment on what the Sen- 
ator from New York has pointed out, that although the Red Cross is 
doing I think a great job in these disaster areas—in fact, I have issued 
a statement to my State urging greatly increased public support in the 
Red Cross drive out there for disaster funds because of the very good 
job the Red Cross is doing—still, as the Senator from New York indi- 
cates, Red Cross action is not public-policy action. There is not very 
much we can do about it if we feel that in certain cases there ought to 
be some relief provided but the Red Cross decides to the contrary. 
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So we are confronted here, it seems to me, with this public-policy 
question as to how far we want to go in connection with the Bush bill 
and the Lehman bill in regard to this matter of insurance indemnity 
from the standpoint of whether or not it is a sound public-policy inter- 
est that we have some help made available if necessary, even to insur- 
ance companies themselves, so that in times of disaster such as this the 
indemnity can be paid. 

But that really comes before your committee. In view of the fact 
that it had been raised in this discussion with Mr. Barnes I wanted 
to make this brief comment. 

Now, I want to go back, Mr. Barnes, unless the Senator from New 
York has something further. 

Senator Lenman. One more question if I may. I want to explain I 
have asked these questions so as to have them in the record when we 
take up the other legislation. 

You state, Mr. Barnes: 

It is our opinion that the combining of these 2 funds and the elimination of the 
present restriction of authority, which would result in a total authorization of 
$175 million for use in either business or disaster loans, would be adequate to 
meet our needs through June 30, 1957, without the increases as are suggested, 
unless we have a succession of major disasters. 

Mr. Barnes. That is right. 

Senator Lrnman. That is a very important saving clause—“unless 
we have a series of disasters.” If you had appeared before this com- 
mittee or before any committee of Congress a year ago, you probably 
would have made the same statement. 

Mr. Barnes. That is right. 

Senator LenmMan. But we did have these disasters. We had them on 
a grand scale. If you will study the record I think you will find 
that the disaster losses in this country average somewhere around $600 
million a year over a long period of years, and in a number of years, 
such as this last one, 1955, they, of course, reached very great propor- 
tions. 

Now, I am anxious to give you more money, and so is Senator Morse 
and so is Senator Bush, because I think you should have it in the event 
that disaster strikes. 

Senator Morse. We will. 

Senator Lenman. You and nobody else can tell when these disasters 
are going to strike us. 

Mr. Barnes. Senator, I agree with everything you said, sir. We 
are not the only agency, however, that serves disasters. When you 
get an estimate of a total loss figure in a disaster, included in there are 
such things as roads, public property that is damaged, some things 
that must be done by the United States engineers, the civil-defense 
activities. And the Agriculture Department makes, through its Fed- 
eral Farm and Home Administration I believe, disaster loans in rural 
areas to farmers who have lost their barns and their homes. 

So that when we talk of a more reduced figure in connection with 
the loans to be made by us, it is because there are other agencies that 
will be requesting funds, I am sure, in connection with their separate 
programs, which I am not trying to cover in my testimony today. IL 
am just covering homes and businesses. And the figures that I have 
are based on our own experience with past disasters and are not to be 
considered as the overall amount of loss or anything of that nature. 
I am sure that that should be clear in the record, 
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Senator Lenman. Well, so long as you brought up this thing about 
the agricultural assistance, I think it is a good project but it is a very, 
very limited project, as you of course know. It covers only a very, 
very small part of the rural counties of the country. 

I think in New York State, out of 57 upstate rural counties, only 
about 5 or 6 are covered by this so-called crop insurance. 

Mr. Barnes. Well, I was not referring to the crop insurance. I was 
referring to their authority to make loans to disaster victims. If a 
cyclone or tornado sweeps through a rural area and then into a munic- 
ipal area, the Farmers’ Home Administration has authority to make 
disaster loans very much of the type—Well, in fact, there is hardly 
any difference at all between the type they can make and the type we 
can make. 

In the freeze disasters that were mentioned earlier, if it is a busi- 
ness that has suffered a loss, we now make disaster loans to them. If 
it is a farming operation, it is a situation in which the Agriculture 
Department makes a disaster loan—if they so declare it. 

[ do not administer that program and do not have detailed know]l- 
edge to testify about it, but I did want to indicate that we have dis- 
cussed the matter with their administrator and have evolved lines of 
separation between the programs, so that, if there is doubt whether 
it comes in 1 of the 2 programs, the line is clearly drawn. They know 
that they can come to us if it is a certain type business. If it is a 
farming operation, they know that it is obtained from the FFHA. 

I am merely testifying today about the needs of businesses and 
homeowners under the programs that we administer in this agency. 

Senator Morse. I want to ask a couple more questions in regard to 
this interest rate matter and this carrying charge fee. Do I under- 
stand that in addition to the 3-percent interest that the Small Busi- 
ness Administration charges on disaster loans you charge a carrying 
fee of a quarter of a percent or some percent over and above the 3 
percent ¢ 

Mr. Barnes. That is a charge that is made to the bank. It is not in 
addition to the interest rate. In fact, it cannot be passed on by the 
bank to the borrower. 

To be very clear, in the deferred-participation loans only, where 
the bank receives the application from the borrower and then requests 
lls to participate in the loan, when we approve it the bank advances all 
of the money, and all of the interest rate is paid to the bank. We do 
not receive any at all,and we do not pay out any money. 

Senator Morsr. How much will that interest rate be ? 

Mr. Barnes. Sir? 

Senator Morse. How much will that interest rate be in that type of 
loan ? 

Mr. Barnes. It is 3 percent on the Government’s share. We have 
permitted the banks to fix the rate on their share. They have fixed 
a rate that is almost universally lower than their regular business- 
loan rate. In the great majority of the cases it is 3 percent or just 
a fraction above 3 percent. But we do not charge the borrower any 
fee. It is called a bank charge which we request the bank to pay us 
for agreeing to participate in the loan. 

Now, if the bank receives all of the interest on the loan and then 
pays us this bank charge for, in effect, standing by 
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Senator Morse. And that bank charge, as far as the banker is con- 
cerned, is collected by the bank from the borrower, in that the bor- 
rower on the bank’s share of the loan pays, we will say, 314 or what- 
ever percent above the 3 percent the bank charges? Am I right on 
that ? 

Mr. Barnes. I do not think it works out that way, sir. I believe 
that the bank merely takes the fee that it pays from all of the interest 
it receives, whether on the Government share or its own share, and 
in most cases, you see, we have waived any bank charge on the loan 
where the bank fixes the rate of 3 percent. 

Senator Morsr. Let us take a case in which the bank does not par- 
ticipate. A borrower comes to you and wants $10,000. You approve 
of his application. Your local office makes out the application and 
it is approved. Now, what fee is he charged, if any, over and above 
the 5 percent ¢ 

Mr. Barnes. None, sir. It is 3 percent per annum on the entire 
amount of the loan. 

Senator Morse. Suppose a borrower comes to you and has a good 
loan request, you decide. H wants $10,000, and he says, “I want it 
al] Small Business Administration money. I do not want any bank 
loan.” Would you grant him the loan ? 

Mr. Barnes. Yes, sir. 

Senator Morse. That is, you do not have a policy of requiring the 
borrower to take 10 to 25 percent of the amount of the loan through the 
bank ¢ 

Mr. Barnes. No, sir. We encourage it by suggesting to the banks 
that this is a way that they can serve. If they ‘will take these loans, 
we will be willing to participate. There is not any direction in the 
law one way or the other as there is in the regular business loan pro- 
gram. And if the borrower came to us, howe ver, and said, “I want a 
5-percent loan. I can get a bank-participation loan at a higher figure 
but I do not want it. I want it from you,” we would believe that we 
should go ahead and process the loan application on through. 

Now, there are, of course, various kinds of complications. If there 
is an outstanding loan already to the bank, we would very likely not 
refinance the old debt. We would merely finance the rebuilding under 
the disaster. And in many cases the reason that I prefer it is that it 
gives a flexibility to the program. Many times you can help him more 
by refinancing an outstanding debt along with the disaster loan if you 
are going to enable him to stretch his payments out. If you have no 
alternative except to require it at a 3-percent rate, you do not have any 
leverage or any way to negotiate to get the bank to extend the term 
of its loan. 

I believe that that flexibility has enabled us to help many cases, for 
instance, in Connecticut, because a great many of these loans were made 
there. And I believe that flexibility i is very desirable in connection 
with this program. You actually can help them more if you can get 
some of their other debts refinanced over a longer period. 

Senator Morse. I want you to understand, Mr. Barnes, that I like to 
see private institutions cooperate in these programs too, but I also, as 
chairman, have the duty of making a record here in regard to corre- 
spondence that the committee and the members of the committee have 
received. 

Mr. Barnes. Sure. 
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Senator Morse. So I want to have the record clearly state your posi- 
tion as to whether or not your local offices or any of your officials indi- 
cate to the applicant that he will have a much better chance of getting 
a loan if he will go to the bank and ask for a bank-participation loan in 
those instances in which he said, “I don’t want any bank money; I want 
just Small Business Administration money.” 

Or, to put my point another way, can it be said with any legitimacy 
that the Small Business Administration and the banks have an un- 
written gentlemen’s agreement that the Small Business Administration 
will put persuasive pressure upon the applicant to use the bank? 

Mr. Barnes. I believe I would have to answer “No, sir; we do not.” 
We encourage everybody in a disaster area to extend all the services 
they can, and it is a situation in which we believe there is advantage to 
the victims of a disaster to have the private banks interested in making 
disaster loans and having a part of it. 

I do not think I made quite clear, at least not strong enough, why 
that is. A disaster loan is one in which we attempt by a loan to put the 
borrower back in predisaster status. Now, it may result in some im- 
provement in his condition if he gets a new building where he had an 
old building, of course, but we do not finance under disaster loans, and 
at a low rate of interest, we'll say, an expansion in a program. That 
should come under the regular business-loan program. 

So in a case where a borrower has a current outstanding obligation 
at the time the disaster hit, we can go in and finance the cost of renovat- 
ing the property and that sort of thing, but we are not, we feel, auth- 
orized to rafitiatics all of his preceding debts, because that is not related 
to the disaster. 

Now, there are many times when you can help that man who has 
met a loss a great deal by arranging for those debts that were out- 
standing to be refinanced, repaid over a longer period. If we can 
get his bank or whoever has the debt to come in and join with us 
and extend the loan over a longer period and include their prior 
debts as a part of the current loan, we help the borrower because we 
in the first place arrange for a longer time for him to repay his debts. 
And very frequently the creditor is willing to reduce the interest some- 
what. 

So that if we adopt an attitude of just saying, “We will make 3 
percent loans; you do not need to go see your bank,” we may result 
in putting him in a situation that we might not be able to make the 
loan. Perhaps he cannot make both payments at the terms that his 
former debts are fixed. 

So if we have some flexibility under this program, we can usually 
figure out ways to make most. of the loans that should be made where 
there is ability to repay. If the limitation of 3 percent is kept solely 
on the Government’s share, that is possible. If the flexibility is elim- 
inated completely, it occurs to me there are going to be situations 
where we would like to make a loan, would like to act, and will find 
it more difficult by reason of not being able to get his other creditor 
to extend terms of repayment and that sort of thing. 

Senator Morse. Let me ask this question: Can you say as a general 
rule if a bank makes a disaster loan at 3 percent that the bank will 
not meet all of its costs of that loan at 3 percent ? 

Mr. Barnes. I do not believe it will, sir. 

Senator Morse. That is the point that I think is so importat t. 
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I just happen to believe, as one member of this committee, that 
the American people should not call upon the banks to subsidize a 
disaster. I think a subsidy should be paid for by the Government 
as a matter of public policy. 

So I want to raise this question: If we assume now that the bank’s 
share of any given disaster loan cannot be carried by the bank at 3 
percent and therefore it is proper to let the band charge 314 or 31%4 
or whatever percentages they do charge, would it be unsound public 
policy y for us to include language in a “bill that would fix the interest 
at 3 percent as far as the borrower is concerned but authorize the Small 
Business Administation to enter into agreements with the bank to 
pay for at least their costs over and above the 3 percent rather than 
to have those costs paid by the borrower ? 

[ have a little difficulty in exacting from a person who has suffered 
great disaster a high interest rate simply because the costs of carry- 
ing the loan are in excess of 3 percent. In fact, I am not so sure 
that a case from the standpoint of the humanitarian features of this 
public-policy question could not be made for an interest rate below 
3} percent. 

We recognize that we are coming to the assistance of fellow Amer- 
icans who have been stricken by way of this form of a subsidy, if 
you want to call it that. I never have been one who gets frightened 
over the word “subsidy” if it is for a good public- policy purpose. 

I am a little disturbed at some correspondence that I have received 
about this interest-rate matter and the bank participation in it as 
an alleged device for exacting from the victim an interest rate that 
is too high. That is why I was interested in whether or not you are 
charging any fee of any form, shape or manner over and above 3 
percent and how high these banks are allowed to go. 

I assume from what you have said that when you have a participat- 


ing loan you in effect participate only if the interest fixed by the bank 
is not unreasonable ¢ 


Mr. Barnes. That is right, sir. 

Senator Morse. Suppose the bank said they would loan as you said 
here at the top af page 6: 

“In most cases the amount of the bank’s participation is limited to from 10 
to 25 percent, so that the additional interest is actually no burden on the bor- 
rower. 

Suppose in a hypothetical case the bank said, “We will take 25 per- 
cent of the loan but we have got to have 5 percent; we are willing to 


loan the money at 5 percent.” You have the right to reject that par- 


1 icipat ion, do you not ¢ 

Mr. Barnes. Yes, sir. 

Senator Morse. So, in effect, the Small Business Administration 
stands by as a potential vetoer of any interest rate fixed by the bank? 

Ifas it been your policy to fix that interest rate that the bank can 

charge on a break-even cost basis or on a basis where the bank actually 
makes mone y out of the loan? 

Mr. Barnes. We look at each case, sir, and in most cases where there 
is more than 414 percent or so, we would find that the bank already 
had loans outstanding to the borrower that could not be refinanced 
by our program, and in those cases we will find that the bank is making 
a reduction in interest so that even though it is more than 3 percent 
the borrower is better off. 
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If we found a situation in which an unreasonable amount of interest 
was charged, we would decline the loan and give that as a reason— 
that we felt that the interest under the circumstances was not reason- 
able. 

Actually, it never has gotten that far according to my recollection, 
because we would negotiate with the bank before we actually took 
formal action on the loan. And I believe that answers it. 

Senator Morse. I have enough for the record now for executive 
session discussion. 

Senator Busu. May I ask just one question, Mr. Chairman? 

Senator Morsk. You certainly may. 

Senator Busu. Do you in arranging these loans where, let us say, 
a local bank does not participate use them as your agent for the serv- 
ice of the loan on a continuing basis? 

Mr. Barnes. In some cases we have and have entered into specific 
agreements for that purpose. In most cases we do not. 

Senator Busy. You do not? 

Mr. Barnes. No, sir. 

Senator Busu. So that the notices for interest, and amortization 
notices, will come out of your own office / 

Mr. Barnes. That it right, except in the participation loans, the 
103 loans that I mentioned. In 1 or two areas we have been consider- 
ing the possibility of developing some servicing arrangement with 
banks. 

[ have, and will introduce into the record, a schedule showing the 
actual loans and the interest rate charged on each one where there 
has been a participation. 

I would like to make this comment. The loans that are at 6 per- 
cent—and there are a few—are at 6 percent only until they are con- 
verted to 3 percent. When they are converted they will thereafter be 
at 3 percent on the Government’s share. 

Senator Morse. I think this is such an important exhibit, Mr. 
Barnes, that I am going to officially identify it as an exhibit. For pur- 
poses of identification it will be marked as exhibit 1 in this hearing as 
submitted by the Small Business Administration, exhibit entitled 
“Disaster Loans Approved With Bank Participation Cumulative 
Through December 31, 1955.” It will be included in the official record 
at the close of Mr. Barnes’ formal testimony. 

Mr. Barnes. Mr. Chairman, I believe I got all the way through my 
statement except for the last two paragraphs. 

We, therefore, are of the opinion that to fix this maximum of 3- 
percent interest. on the bank’s share, would seriously impair the effi- 
ciency and would slow up the handling of our disaster loan program. 
The Small Business Administration is therefore opposed to section 2 
of S. 2866 and that portion of section 2 of S. 2858 which would fix a 
maximum of 3 percent on the bank’s share of the disaster loans on 
which they participate. 

As to section 3 of S. 2866 this is a corrective legislation and we inter- 
pose no objection to this section. 

(Following are the attachments to Mr. Barnes’ statement :) 
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CLAUSE INCLUDED IN LOAN AUTHORIZATIONS PROCESSED UNDER SECTION 207 (a) 
OF THE SMALL BUSINESS ACT, PROVIDING FOR CONVERTING SAID LOAN TO A 
DISASTER LOAN AT 3 PERCENT INTEREST 


Nore.—This loan is eligible to be considered as a disaster loan; however, the 
Smal! Business Act of 1953, as amended, limits to $25 million the amount which 
may be outstanding at any one time for disaster loans. Inasmuch as this amount 
is not sufficient to provide for all the applications for disaster loans and the Con- 
gress is not in session, it is necessary that this loan be authorized as a business 
loan. However, upon provision being made for this loan through an increase of 
the limitation of $25 million by congressional action, this loan shall at that time 
be converted to a disaster loan, and the interest rate as to the Small Business 
Administration share of the loan shall be fixed at 3 percent per annum retroactive 
to the date of the note, and any interest paid prior to that time in excess of said 
rate shall be rebated. 


Disaster loans, by disasters, by States—Cumulative through Dec. 31, 1955 


[Cents omitted] 





. “a 
Approved loans Pending applications 


Disaster and date declared Amount 


—_—_——__,;—_| Number; Amount 


| 


Gross SBA share | 


Earthquake (Aug. 25, 1952): California ! neal $6, 000 
Flood ( Apr. 3, 1953): Maine ! . slau | 10, 775 
Tornado (Apr. 21, 1953): Georgia !_- 
Tornado (May 12, 1953): Texas ! 

Tornado (June 9, 1953): Ohio ! ‘ : 
rornado (June 10, 1953): Massachusetts !___- 





Flood (June 11, 1953 
lowa 
Montana 





Total 








Gales, snow, and high tides (Nov. 12, 1953): 
Connecticut . ‘ - | 
Massachusetts tel it seiecd ek 8, 400 | 
New Jersey : ofa 201, 532 
New York ibaa ia . 113, 232 








Total.....--.-- \ eukinage Me | 324, 164 | 


High tides (Nov. 20, 1953): California 








Tornado (Dec. 7, 1953): 
Arkansas 
Louisiana 
Mississippi 
Texas 





Total 





Gale, snow, or tides (Dec 
Maine ee Seis 
New Hampshire sndktheie as ‘ 400 

Forest fire (Jan. 4, 1954), California. ‘ = j 37, 030 

Heavy rains and landslides (Jan. 12, 

Oregon. ncdvaalian + Gbbelioe 

Tornado (Mar. 17, 1954): 

Alabama. - 
Georgia. 








Tornado (May 4, 1954): 
Arkansas. .-..-- 
Iowa saben 
Louisiana - - -. 
Oklahoma... 








RONG To anccecd er 











1 Areas declared prior to SBA lending authority, 
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Disaster loans, by disasters, by States—Cumulative through Dec. 31, 1955—Con. 


Approved loans Pending applications 


Disaster and date declared | Amount 


———j =| Number; Amount 
| sB A share | 


Floods (May 18, 1954): Massachusetts $43, 700 $43, 700 
Thunderstorms (May 18, 1954): New Mexico. 8 61, 800 | 61, 800 |.. 
Flood (June 24, 1954): | 91, 032 91, 032 | 
Hurricane, floods (July 2, 1954): 3 | 315, 716 | 315, 716 
Earthquakes (July 21, 1954): Nevada 57, 319 57, 319 
Rain and floods (July 22, 1954): West Virginia_ 67, 150 | 67, 150 
Floods (Aug. 2, 1954): Arizona 71, 400 71, 400 


Hurricane (Sept. 1, 1954): 
Connecticut_-. | | 207, 512 | 207, 512 
Maine-__- f 86, 200 | 86, 200 
Massachusetts | 725, 131 725, 131 
New Hampshire. .........----.-------.- 24, 700 | 24, 700 
vew Y 33, 000 | 33, 000 


Rhode Island_.__ 8 | 1,674,636 | 1,674,636 | 
Vermont | 








2, 751, 179 | 








Hurricane (Oct. 18, 1954): 
PN, Lo chins cosgticns 6, 000 
Maryland. | 290, 540 | 
New Jersey i | 34, 000 
: 1 20, 000 | 
North Carolina 1, 465, 555 | 
Pennsylvania 12, 500 
South ‘Carolina aardeetesagecnshwenninttion 2, 118, 486 


21, 540 | 
3, 968, 621 











Flood (Oct. 27, 1954): Indiana 
Tornado (Feb. 8, 1955): 3 i 
Flood (Mar. 29, 1955): 
Alabama. -..... 
Mississippi - - 
Wind and water (Mar. 28, 1955): Michigan---- 
Flood (May 23, 1955): Colorado 








Cyclone and tornado (May 26, 1955): 


i eee . 217, 114 | 217,114 | 
Oklahoma 546, 320 546, 820 | i 





Total | _ 763,434 | 763, 434 


Tornado (June 6, 1955): Arkansas 
Flood (June 17, 1955): Mississippi | cennand 
Flood (June 21, 1955): Nevada 145, 350 | 
Freeze (June 17, 1955): North Carolina 3 ~ 8, 800 |- 
Tornado (June 21, 1955): Colorado. | | 
Freeze (June 22, 1955): South Carolina 
fo ado and flood (July 6, 1955): Nebraska. 
Flood (July 6, 1955): Wyoming 

Tornado (july 22, 1955): Minnesota... .......- 
Flash flood (July 29, 1955): New Mexico 
Freeze (Aug. 15, 1955): Arkansas 
Hurricane (Aug. 15, 1955): 

North Carolina 

South Carolina 








Hurricane (Sept. 23, 1955): | 
North Carolina 76, O85 
South Carolina 45, 000 


421, 085 | 





Hurricane (Aug. 22, 1955): 
Connecticut 
Delaware 





6 
J 10 493, 835 
Rhode Island 

Vermont 








1, 485 | 24, 553, 807 
= 
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Disaster loans, by disasters, by States—Cumulative through Dec. 31, 1955—Con. 





| 
Approved loans | Pending applications 


| 


Disaster and date declared Amount 


| Number | es eee anne Number | Amount 
Gross | SBA share | 





Rains and floods (Oct. 17, 1955): 
Connecticut- 
Maryland 
Massachusett 
New Jersey 
New York 
Pennsylvania 


‘Total ae 230 2, 924, 339 


Freeze (Aug. 31, 1955): Georgia__..__..___- 2 | 15, 000 | 

Hurricane (Sept. 23, 1955): Texas... aor en 

Drought (Aug. 16, 1 
Alabama_- 
Arkansas 
Colorado anil < as oad J | onwas | 150, 000 
Florida ° aa 4 ce ‘ 4 eat = aheara 
Georgia 23, 000 
Illinois 95, 000 

19, 500 


-entucky 


“6. 000 


ee oe ‘ ae ee 8 ne i | 11, 000 
North Carolina. s tl SE al | 7 10, 000 
Oklahoma 
South Carolina. 
South Dakota 
lennessee 
Texas 
Virginia 
W yoming.. 


~ 10, 000 
17, 500 


ER hitiecivhindies —_, ee ‘ 145, 914 


Freeze (Dec. 8, 1955): 
Oregon 
Washington Be diebitices 
Flood (Nov. 18, 1955): Virginia_.............- -| 
Flood (Dec. 12, 1955): Washington 
Flood (Dec. 30, 1955): 
California 
Nevada. = ee 
DOs desewcuetes 


= | 
Total.... : 3, 299 | 37, 904, 978 | 37, 101, 998 | 
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Estimated legislative authority requirements for disaster and business loans 





DISASTER LOANS 
In millions 
pe a ee Sede scdlctie ae inks deiteh bsnl detains Sig $25 











2. Estimated loan requirements : 


(a) Home and business disaster loans committed under section 207(b) 24.8 
(0) Business disaster loans committed under section 207(a) at 6 per- 

cent rate to be converted to section 207(b) at 3 percent____-_-______ 10. 4 
(c) Disaster loan applications pending December 31, 1955__....-__- 3.7 


(d) Applications received from victims of west coast floods pend- 
ee RE a RRRERSS | PES Be Cer ER Oe < See eee 
(e) Estimated additional applications to be received from victims of 
a 1.3 
(f) Estimated disaster loan applications to be received from victims 
of west coast floods 


Ls) 


(g) Total estimated statutory authority required for disasters 
I NU i sn tessa nesins asi apnicnansjuseiielanes 55. 8 
(h) Estimated repayments and other credits through June 30, 1957___ 





(i) Net estimated requirements through June 30, 1957_- 


3. Increase in authority required to provide for present and potential de- 
Sen ReT TN Te Ac deen cists ns ested a cece Le ccp aioe en ae eocicnegs 










BUSINESS LOANS 
In millions 
1, -GRm RI: RI in a $150 









2. Estimated loan requirements: 
(a) Outstanding balance as of December 31, 1955_...__________--_-_ 65. 1 
(6) Eetimated January to Jume 1006. . 0 a kee 21.3 
(0): Fence, SUE rn HRN iia eth otc hg a deena nesiwe 
(d) 


. Statutory limitation 








(a) Disaster loan requirements (net) 
(b) Business loan requirements (net) 














. Estimated balance available for new disasters which may occur during 
remainder of fiscal year 1956 and for fiscal year 1957; and for any 
increase in volume of business loans over current estimates_..._.._.~- 15,1 
Senator Morse. Now we will come to the recapitulation. 

Mr. Barnes. Yes, sir. That is the very last sheet that is attached. 
Of course, I would like to have this inserted in the record, and then we 
will discuss it. 

If you will notice, the left-hand column shows the statutory limita- 
tion of $25 million. 

Item 2 (a), home and business disaster loans for which commit- 
ments have been made under section 207 (b), is the actual disaster loans 
which we have agreed to make. Its total is $24.8 million. 
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Item (6) is the loans that in all respects have criteria to be approved 
us disaster loans but which have been made as business loans until the 
authorization is raised, at which time they will be reconverted to di3- 

aster loans at the 3 percent rate. 

Now, as of December 31, 1955, there were disaster loans pending 
chiefly from the New England States, but they do include drought 
loans and miscellaneous loans, from freezes and other disasters in some 
smaller areas, of some $3.7 million, most of which had been filed in 
just the few days prior to the end of the year. 

Item (d) is an item of $700,000, which were applications received 
from victims of the west coast floods prior to January 11, 1956. 

Item (e) is an estimate of additional applications to be received froma 
victims of the New England floods, $1.2 million. 

After a disaster, in our order, we provide that they may have a 
6-months period within which to file applications. And then people 
make inquiries. The only way we can find out what is going to happen 
is to ask what other applications they expect to be filed, and that is how 
we arrived at that figure. 

Item (f) is our estimate of disaster loan applications to be received 
from the victims of the west coast floods in California, Nevada, and 
Oregon. 

Senator Morse. That is before the present renewed threat? 

Mr. Barnes. That is right. That does not include the present 
flood reported in today’s press, and there was one about a week ago in 
which the waters came up, and I have not heard whether there was any 
severe damage. 

Senator Morse. Some damage in some spots in both Oregon and 
California. 

Mr. Barnes. Now, this, admittedly, is a vague estimate. It is based 
chiefly on the Red Cross’ estimate. And there is a difference between 
this disaster and the New England disaster where there were more 
businesses involved, and there are indications it may not run this high, 
but it is just impossible until the applications are filed to see how large 
it will be. 

The total estimated statutory authority required for the disasters 
which have already occurred is $55.8 million. 

We estimate that there will be $7.5 million in repayments through 
June 30, 1957. 

So that would indicate a net estimated requirement through June 
30, 1957, of $48.3 million. That does not include any estimate for 
future disasters. 

Senator Morse. So that your figures simply do not cover the pos- 
sibility of disasters between now and June 30, 1957 ? 

Mr. Barnes. It does not include any estimates of amounts; yes, 
sir. 

On the next column I will not go into an item-by-item recapitula- 
tion except to show you the last item. The $15.1 million item is the 
estimated balance available in the $175 million figure for disasters 
which might occur during the next 18 months and for any increase 
in the volume of the business loan activity. 

Now, the only way that I can give you any estimate other than what 
I have given you here is that prior to the last 6 months when we have 
had a succession of heavy disasters we had made about $8 million in 
disaster loans last fiscal year. In other words, if there are not a suc- 
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cession of heavy disasters, it would seem that $15.1 million would be 
sufficient for an 18-month period. 

I do not know any way that I can be more accurate in giving an 
estimate of what future disasters would be. I think that in consider- 
ing the figure that I have given of $175 million, it should be kept in 
mind that it is the one which I am authorized to recommend, and 
which we had indicated to the leadership at the time we put the tem- 
porary procedures in effect, would be requested. And if that amount 
is authorized without any increase—and of course, I am not authorized 
to recommend any increase—if there becomes apparent a needed in- 
crease in authority, I will immediately call it to the attention of the 
staff of this committee and of the appropriation committees. We 
have kept in constant communication with the staff of this committee 
and will expect to do so in the future. 

Senator Morse. Mr. Barnes, I want you to know we appreciate very 
much this testimony. 

I have 2 or 3 questions that I want to ask you by way of summary 
and by way of indicating at least the chairman’s point of view. 

May I say most respectfully that, with $23.3 million really by way 
of deficit now shown by your figures in this recapitulation chart, I 
have a great deal of difficulty in accepting the recommendations of the 
Administration that we should not increase the amount already au- 
thorized and shall strongly recommend that we not only go to the 
$50 million that I have already recommended but a higher figure. 

I will tell you why, and I want to get your comment on it, because 
I always try to be this fair with the administrative agencies. 

It seems to me that if we put in escrow, or in bank, so to speak, a 
larger authorization, appropriation, as I indicated at the beginning of 
the hearing, then the administrative agency has a very clear expres- 
sion of congressional intent as far as public policy is concerned. I 
think it is a pretty clear indication of what the desire of the Congress 
is. It puts the administrative officers in a position where they are not 
so likely to be charged, as too frequently they are charged if we make 
the approach that I think the Administration is recommending, that, 
“We cannot grant a loan or a certain group of loans because we have 
got to keep our eye on the appropriation figure that we are function- 
ing under.” 

To my sights, we are dealing here with a public policy obligation, as 
a free society, in which our people should know that our Congress 
has authorized and approved of sufficient funds to meet legitimate 
applications for loans without the agency having to run back here 
again in the case of another emergency and take the necessary time 
of the Congress to get further appropriations authorized. 

I think your own figures show a deficit on the disaster side of the 
picture, and I think that, with the testimony and statements of some 
of my colleagues eariier this morning, it is pretty clear that we ought 
to grant you more money. We understand that you are not asking for 
it. And we understand the reasons why you are not asking for it. But 
I think it ought to be granted. 

Those comments lead into this question: Is it not true that your 
exhibit 1 and the recapitulation page of that exhibit do not take into 
account the possibility of a rise in requests for regular business loans, | 
not disaster loans ? 





38 SBA DISASTER LOANS 


We all hope there will not be a great need for such a rise, but your 
figures do not take into account the possibility of a rise. We are being 
besieged with letters daily from small-business people, and at hear- 
ings, in regard to this situation showing a downward trend among 
small-business groups in the country. 

Mr. Barnes. The figures project the business-loan activity in the 
future at the same rate that it has been in the past, and we observe about 
that that we have placed into operation a new limited loan-participa- 
tion plan which might have some bearing on these figures, and a change 
in the percentage of direct loans over participation loans would require 

2 revision of those figures. But there is an item of $15.1 million which 
wtih | have to take care of any change in the business loan activity 
that is an increase over what it has been in the past and any future 
disasters. 

Senator Morse. Yes. Under the proposal, on which we are in com- 
plete agreement, we should combine the funds. 

Mr. Barnes. Yes, sir. 

Senator Morse. That $15 million-plus covers both the demands 
for disaster loans of the future and any possible rise in requests for 
regular wen op loans. 

Mr. Barnes. Yes, sir. 

Senator Maren: And gets us into just the difficulty that developed 
in the House last week, as I read that record, which I want to avoid. 
so that we can get some legislation passed quickly. I do not want 
to get into conference with the House over combining of the funds 
if we can avoid that controversy by authorizing a larger fund so that 
the House Members will not say, as I am afraid they would say as of 
this morning, “We are not going along with the combined funds be- 

cause we think it is going to end up, in view of increasing disasters, 
as the granting of disaster loans at the expense of regular business 
loans.” 

That debate over there last week seemed to indicate some of them 
labor under that impression. So what I am trying to do in these 
remarks is give you an opportunity to make whatever statement you 

want for the record so at least I can have some rebuttal material to 
meet the House discussion with. 

But I don’t think you help me any with a proposal that we assume 
that the requests for regular business loans will not var 

Mr. Barnes. Well, Mr. Chairman, if I felt there was to be a short- 
age of either funds or authority to make either business loans or dis- 
aster loans, I would certainly call it to the attention of the staff of 
this committee and the appropriation committee and the Bureau of 
the Budget the first time it became apparent. We did last fall here. 

I feel pretty strongly about this. We are talking about authority. 
And an executive officer should ask for an increase in authority only 
where he sees that congressional policy is going to be circumvented if 
you do not receive it. 

Last fall when this was necessary to change into the program that 
we did, we called over a hundred Members of the House and Senate, 
as well as the chairmen of committees, the Se se in whose districts 
and in whose States these disasters were taking place—I mean that 
were covered by the disaster areas—and we told them what tecom- 
mendation we would make to the Congress. And UT am under some 
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obligation, I feel at least, to do just exactly what I said would be 
done at the time we made those phone calls. 

So if there is any variation, it should not be done by me or by the 
executive branch, 1 think, but Congress sets the limits on these au- 
thorities. 

Senator Morsr. I understand that, Mr. Barnes. I want to thank 
you for the statement you have just made. That is what I have been 
fishing for. I think you have made it well. 

It is now our responsibility, and I am going to see that we assume 
that responsibility. 

I have only one question that I think is still dangling. You said 
at the close of your testimony, when you discussed this recapitulation 
chart, you would comment on this suggestion that was made by Sen- 
ator Lehman and Senator Bush about raising from 10 years to 20 
years the maximum terms on disaster business loans. 

Mr. Barnes. Once again that is more or less policy of the Congress 
as to the terms and conditions under which these loans will be made. 
I can give you my personal views and experience. I think in lending 
generally you have some general principles that you follow. For in- 
stance, as an example, working capital should be refinanced over a 5- 
year period. If it is more than can be repaid over a 5-year period, it 
is probably too long a period and unsafe. 

In business loans generally, if you get beyond 10 years you get into 
a type of long-term financing that is usually only done with the use 
of bonds and other type of financing than loans. 

I cannot say anything more than that, except that the policy as 
fixed by the statute has been 10 years for business loans, 20 years for 
home loans. RFC worked under it. And there have been not many 
cases that actually deserved credit and could repay it that could not 
repay it over that period. 

Senator Morse. Do you see any difference in the need for a longer 
term in repayment in case of disaster loans than that in the case of 
a regular business loan ? 

Mr. Barnes. Anything that I say, any information I gave you, 
would merely be just speculating. We deal with these cases on the 
basis of their requests, and I can see a difference between home loans 
but I cannot distinguish so much in the case of business loans. If 
they get the credit at a low interest and are having a successful busi- 
ness, they can usually repay it over a 10-year period. 

Senator Morsr. Do you see any feasibility in trying to work out a 
srogram in connection with your bank-participation loans where the 

nk loan part of it could be on a 10-year basis but the Government 
part of it on a 20-year basis? 

Mr. Barnes. No, sir, I do not see much chance of that type of pro- 
gram, for this reason: That most commercial banks are reluctant to 
engage in extremely long term loans, and that is by the very nature of 
their operation. ‘They must have a liquidity in their operations. And 
too I feel very good about the amount of participation that we have 
been able to get in the loans up to 10 years in disasters and in business 
loans also. It would be speculative, anything that I said about—— 

Senator Morse. Do you think that the present power of your organi- 
zation to extend loans really meets the problem that is being raised in 
regard to the extension matter ? 

Mr. Barnes. I believe it does. 
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Senator Morse. I mean as to the length of term of the loan. 

Mr. Barnes. I believe it does, sir. We do have power to extend 
loans, particularly toward the end if there is any problem. We were 
given that power last year, as I recall, in connection with the other 
loans that were on the books from RFC and preceding agency. We 
have been able to meet any case that needed an extension. And there 
just has not been any problem brought to my attention. 

Senator Morse. Mr. Barnes, I want to thank you very much in be- 
half of the committee for your very able and detailed statement. I 
know of no other witnesses to appear, so I shall recess the public hear- 
ing on these bills at this time and for the record will announce that 
I hope to have an executive session of the committee later today or, 
in any event, early tomorrow. I had hoped that we might have an 
executive session later today and mark up a bill so that we can have 
something to recommend to the full commitee by tomorrow morning. 

Thank you very much. Westand in recess. 

(Whereupon, at 12:50 p. m., the subcommittee recessed, subject to 
call of the chairman.) 


(Exhibit 1, presented by the Small Business Administration, fol- 
lows:) 


ExuHisit 1 


Disaster loans approved by tusk participation, cumulative through Dec. 31, 
1955 


Approved 











SBA Bank's 
brass aml Segokion ab bnmecraeh \— ania, ee. Name and location of interest 
a a , P | -<\eiaaia SBA pation participating bank rate 
amount share (percent) (percent) 
| 
CONNECTICUT 
Ansonia: | | 
Morris Gans & Co_............| $75,000 | $45,000 60 Birmingham National 3 
| Bank, Derby, Conn. 
Frank Cartenuto, doing busi- | 20,000 10, 000 MD «Aased OO. Aiitein iE ashes 348 3 
ness as the Rose Flower | 
Shop. | 
Dominic DeMartino, doing | 24,000 20, 000 834% | Seymour Trust Co., Sey- 5 
business as Valley Packing mour, Conn. 
Co, } } 
Derby: Charlton Press, Inc. 690, 000 | 620, 000 85.85 | Birmingham National | 3 
Bank, Derby, Conn. 
Hazardville: DeBell & Richard- | 90,000 | 39,600 44 Hartford National Bank 4% 
son, Ine. | & Trust Co., Hartford, | 
Conn. 
Lakeville: Lime Rock Sand & 20, 000 16, 000 80 Sharon National Bank, 3 
Gravel Co., Inc. } Sharon, Conn. 
Plainville: H.C. Baum & Co., Inc.| 115,000 | 113,500 90 New Britain National 3 
| Bank, New Britain, 
Conn. 
Ridgefield: Max A. Seemann 12,700 | 12,430 90 First National Bank, 3 
Ridgefield, Conn. 
Stamford: | 
Kaylores Orthopedic Footwear 15,000 | 13,500 90 Stamford Trust Co., 4 
| Stamford, Conn. 
Modern Homes, Inc | 15,000} 13,500 90 cea ee ocanils 4 
Michael R. Pugliese, doing | 12,000} 10,800| 90 Fidelity Title & Trust | 4 
business as Stamford Home Co., Stamford, Conn. 
Insulation Co. | 
York Researeh Corp.......-- 25,000 | 22,500 90 Stamford Trust Co., + 
Stamford, Conn. 
South Wilton: Heinbaugh Lum-| 45,000 | 40, 500 90 First National Bank & 26 
ber & Supply Co., Inc. Trust Co., New Ca- | 
naan, Conn. ! 


See footnotes at end of table. 
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Disaster loans approved by bank participation, cumulative through Dec. 31, 
1955—Continued 





Anproved SBA Bank's 


4 3 : Tame ‘ f Test 
Name and location of borrower | ee Name and location of | interes 
Gross SBA ation | participating bank rate 
Sa aie on reent) (percent) 

amount share 


CONNECTICUT—Ccontinued | 


rorrington 
Allen’s of Torrington, Inc.....| $11,000 $9, 900 ¢ Brooks Bank & Trust 
Co., Torrington, Conn. 
Rene E. Aube and Joseph J. 4, 000 3, 600 i 
Fodor, doing business as | 
Aube’s Kiddieland 
Villiam Borla, doing business | 12, 000 | 
as Bill’s Service Station. | | 
Brochu Auto Parts 6, 000 | 
Fred Bruni, doing business as 10, 000 
Seg Bruni Nut & Candy 
0. 
Building Materials, Inc_-_-. 30, 000 | 
Angelo and Antonette Tedesco, 3, 000 
doing business as Cataldo’s 
Market | 
Henry Josefow, doing business 2, 000 
as Center Filling Station. 
John 8. Cooke, doing business | 5, 000 
as Central Sea Food Market. 
City Block, Inc Su ab. 10, 000 9, 000 
City Oil & Coal Co., Ine 25, 000 22, 500 
City Welding Works, Leo 5, 000 | 4, 500 | 
Gelormino, owner. | 
Conley Inn Realty, Inc_...--- 319,000 | %17,100 
County Stationers, Inc_- j 9, 500 8, 550 
Joseph F. Crosson, doing busi- 6, 000 5, 400 
ness as Crossons Music 
Store. } | 
Richard T. and Mae R. Cooke, 20, 000 18, 000 |....-d0. 
doing business as Dick’s | | 
Restaurant. | 
Walter H. Dressel 7, 000 6, 300 = 
George Saba, doing business as 16, 250 14, 625 ¢ $c 
Du All Electric Co. 
Shirley and Jack Seidman, 10, 200 9, 180 
doing business as Gaull Trust Co., Torrington, 
Jewelers. | Conn, 
Carl Kaplan, doing business 14, 400 12, 960 Brooks Bank & Trust Co., 
as Gordon-Todd. Torrington, Conn, 
The Hotchkiss Bros. Co 175, 000 157, 500 ¢ sipchkie es 
Joseph Irving and George 50, 000 45, 000 Torrington Nation alBank, 
Strogatz, doing business as Torrington, Conn. 
Howard’s. 
C, Paul Kirsch, doing business 20, 000 18, 000 Brooks Bank & Trust Co., 
as ©. P. Kirsch Co. Torrington, Conn. 
George E. and Robert E. 40, 000 36, 000 
Lyford. 
Lyn-Gas Cor 16, 500 14, 850 
Louis Wolf, doing business as 10, 000 9, 000 
Melgram’s. | 
Julius and Jeanne Meistrich, 24, 300 21, 870 ¢ Torrington National Bank 
doing business as Meisel’s | & Trust, Torrington, 
Youth Center. Conn. 
Alfred Ricecucci, doing busi- 10, 000 9, 000 ¢ | Brooks Bank & Trust Co., 
ness as Modern Shoe Shop. Torrington, Conn. 
The New England Plumbing 30, 000 27, 000 aé 
Supply Co., Inc. 
Einar G. and Susan D, Nilsen, 4, 500 4, 050 1_....d0 
doing business as Nilsen | 
Decorating & Nilsen Paint 
Store. 
Earle J. Leonard, doing busi- 
ness as Nodine Printing Co. 
Nutmeg Hardware Corp. 
Oneglia & Gervasini, Ine 


| Torrington National Bank | 








Sg 


| do_- 

Torrington National Bank | 
& Trust, Torrington, 
Conn. 

Fiore Petricone, doing busi- ; Brooks Bank & Trust Co., | | 


ness as Petricone’s Torring- 
ton Pharmacy. 
The M. W. Riordan Co., Ine__- 
Santore’s Service Station__ 
A. A. Smith, Ine act ai 
Andrew 8. Bartlett, deing 
business as Torrington Sta- 
tionery & Gift Shop. 


See footnotes at end of table. 


Torrington, Conn, 
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Disaster loans approved by bank participation, cumulative through Dec. 31, 
1955—Continued 


| 7 
} } | 
| SBA Bank's 
pe 2 ; ‘ Te — a ee Name and location of | interest 
Name and location of borrower spa |. Pation participating bank | rate 
share | (Percent) | (percent) 


Approved 


Gross 
amount share 





CONNECTICUT—Continued 


Torrington—Continued 
Henry E. Green, doing busi- $2, 000 $1, 800 i do 
ness as Torrington Tire 
Center. 
Towne Furriers, Inc_. , 000 7, 200 tt AB kbc See 
Elmore W aldron_. . 5, 000 4, 500 | a 
Leo J. and Mary C. Zande, 6, 000 14, 400 | ¢ 1. Mts 
doing business as Z & Z Im- | 


aan 
| 
! 
} 


provement Co, 

Ernest W. Zwick, doing busi- , 000 21, 600 | | Torrington National Bank | 
ness as E, W. Zwick Electri- | & Trust Co., Torring- | 
cal Co. } ton, Conn. | 

Waterbury: | | 
Apothecaries Hall Co___- 300, 225, 000 t Citizens & Manufactures | 
| National Bank, Water- | 

bury, Conn. 

The Automatic Sales Co 20, 18, 000 g Waterbury National 

| Bank, Waterbury,, 
Conn. 

John Bozzuto & Sons, Inc 184, 500 | _do 

Connecticut wholesale drug 356, 320, 400 n | -do 
division of Ketchum & Co., | | 
Inc. 

Eagle Building Supply Co 17, 000 & do 

The Fulton Markets, Inc 200, 180, 000 i. ee 

Industrial Overall Laundry, 17, 000 -+ 2-00 
Inc. | 

The Platt Bros. & Co 309, 000 f _.do 

The Vend-O-Mat Co . 9, 792 ( ...do at 

Herman 8. and Goldie Hal- 31, 500 ( eee eR es 
pen, doing business as | | 
Waterville Lumber Co. | | 

Wilton: Josephine Vallin Rosen- 5, 4, 950 | First National Bank & 
berg and Louis Rosenberg. Trust Company of Can- 
| aan, Wilton, Conn. 


MASSACHUSETTS 


Millbury: A. D. Windle & Co- 3 75, 2 60, 000 | Mechanics National Bank | 


of Worcester, Mass. 
MISSISSIPPI 


Vicksburg: R. O. Gerow, bishop of | 3, 150, 000 | Merchants Nationa] Bank 
Catholic Diocese of Natchez; and Trust-‘Oo:,- Vicks- 
trustee for St. Paul’s Catholic | burg, Miss. 
congregation. 


NEW YORK 


Bronx: Otto and Jennie Lia, doing | 5, | | Stroudsburg Security 
business as Delta Shore Motel; | | Trust Co., Stroudsburg, 
property located in Pennsyl- Pa. 
vania. | i 

Kerhonkson: Lillian Schneck ‘ 117,000 | The Kerhonkson National 
Karp, doing business as Schneck | Bank, Kerhonkson, 
Department Store. N.Y. 





PENNSYLVANIA 


Avoca: George R. Miles__....-- 5, 500 4, 000 : | First National Bank, 
| Avoca, Pa. | 
Bartonsville: Anna Marie Rohlfs, 5, 000 4, 500 | Stroudsburg Security | 
trading as Pocohontas Colony. | Trust, Stroudsburg, Pa. 
Canadensis: | 
Carl Brown_ ----.-_- ura aes 17, 500 15, 750 | 
Reeve C. Price _..------| 325,000 | 322,500 First National Bank, 
Newfoundland, Pa. 
Wilfred H. Draves, doing 7, 000 6, 300 Stroudsburg Security 
business as Rippling Brook Trust, Stroudsburg, Pa. 
Cottages. | 
Fred E. Schaefer 320,000 | 318,000 at ‘ | 
Cresco: | | } 
Jack and Alice Harriton, 25,000 | 22,500 | | 
trading as Paradise Stream | 





Resort Motel. | 
Pocono Gardens Lodge 215,000 | 120,000 | 4 Philadelphia National | 6 
| Bank, Philadelphia, Pa. | 


See footnotes at end of table. 
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Disaster loans approved by bank participation, cumulative through Dec. 31, 








1955—Continued 
Approved SBA | Bank’s 
' ; ener —| partici- | Name and location of interest 
Name : - ms | | Ppartici- | a | 
Name and location of borrower Sais BBA pation | participating bank rate 
| amount | share | (Percent) (percent) 
bn = ise i— csc tastes doc 2 Donde acess 
PENNSYLVANIA—Continued | 
Doyletown: Albert S. DuBree, | $16,000 | $14, 400 90 Solebury National Bank, 3 
doing business as the Country | New Hope, Pa. | 
Store. 
East Stroudsburg: 
James and Marian Andress_- 3, 500 2, 000 57.14 | East Stroudsburg Na- | 3 
| | tional Bank, East 
| | Stroudsburg, Pa. 
vast Stroudsburg Lumber Co 60, 000 | 4, g Monroe County Nationa : 
East St isb L ber C 50, 000 54, 000 90 M Cc National 3 
Bank, East Strouds- 
| | burg, Pa. 
James and Kathleen McAu- 20,000 | 18,000 90 -do.. 2 3 


iffe, doing business as Locust | 
Grove House. 

Paul H. Flory, trading as 38,000 | 34,200 90 Stroudsburg Security 3 
Trader’s Flour & Feed Co. | } Trust Co., Stroudsburg, 











| Pa. 
Henryville: Alvin C. Ziegler, | 25,000 | 22,500 90 East Stroudsburg Na- 3 
doing business as Henryville | tional Bank, East 
House. | | Stroudsburg, Pa. 
Honesdale: Gerald Decker, Jr., 15,000 | 10,000 6634 Honesdale National Bank, 3 
and Thelma A. Decker. | Honesdale, Pa. 
Lumberville: 
Robert C. Hellyer__......-..--| 7,000 | 6, 300 90 | Solebury National Bank, 3 
| | i New Hope, Pa. 
Harry L. and Margaret Thran_| 4,000 | 3, 600 90 ee : 3 
Milford: August Metz, Jr.,trading| 35,000 | 29,750 | 85 First National Bank, Mil- 3 
as Milford Ice & Cold Storage. | ford, Pa. 
Minisink Hills: Moses and Molly | 8, 000 7, 200 90 Stroudsburg Security 3 
Silverwater. | * Lag Co., Stroudsburg, 
; "a. 
: New Hope: 
: See BS TE. oviik ce cenbine< 9, 000 8, 100 90 | Solebury National Bank, | 3 
: | New Hope, Pa. | 
Frank R. Sullivan____- ipiics eke 7,000 | 6, 300 90 il TM. «sia SERN hess meee 3 
Norristown: | 
Josep W., Elizabeth R., and 10, 000 | 8, 500 85 Montgomery Norristown 3 
Mary F. Doran, trading as | Bank & Trust Co., 
William F. Doran Estate, | Norristown, Pa. 
Eligabeth M. Doran, admin- | | 
istratrix. | 
Mirabile Beverage ©... .....- 50,000 | 45,000 Os ea AD 6 sectsirn macpaceepisonenisae 3 
Shawnee-on-Delaware: Harry 20, 000 18,000 90 | Stroudsburg Security 3 
Obitz. ee Co., Stroudsburg, | 
a. } 
Stroudsburg: | 
John J. Cammarata... _-....._- 31,300 | 21,170 90 East Stroudsburg Na- | 3 
tional Bank, East | 
Stroudsburg, Pa. | 
William H. Clark. ..........-- 313,500 | 312,150 90 | First Stroudsburg Na- 3 
tional Bank, Strouds- | 
burg, Pa. 
PO BS casi doce csnde 14, 000 12, 600 90 East Stroudsburg Na- 3 
| tional Bank, East 
Stroudsburg, Pa. 
ive OE. Negtets os. osicans duns 3 2, 500 3 2, 250 90 Si cM sega asd scakve mains 3 
Morris J. Newman, doing | *37,000 | *20,000| +54 Raat, MGs i oeicink teens | 3 
business as Stroudsburg 
Candy Co. 
Yardley: Walter H. Barker, Inc_ --. 64, 000 57, 600 90 | Delaware Valley National 3 
| Bank & Trust Co., Bris- 
tol, Pa. 
SOUTH CAROLINA } 
Mullins: Pope Petroleum Co.,Inc_| | 28,000 | ! 25, 200 90 Anderson Bros. Bank, 56 
Mullins, 8. C. 
TEXAS 
Levelland: Frank M. Lawlis, 6, 000 5, 700 95 The First National Bank, | 26 
doing business as Lawlis Motor Levelland, Tex. ! 
Co. 
Total (103)_.....-- skint OUR SOW WO WORN De gases Bgl ol Se. tden er dak 











1 Deferred participations. 

2 Interest rate will be reset by bank to 3 percent when SBA’s interest rate reverts to 3 percent. 
3 Canceled in full. : 

* Interest same as interest rate on company’s regular business loan with bank. 

* Drought disaster loin. 


x 








